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TARIFF AND TRADE PROPOSALS

WEDNESDAY, JUNE 10, 1970
HOUSE OF KEPRESENTATIVES, 

COMMITTEE ON WAYS AND MEANS,
Washington, D.G.

The committee met at 10 a.m., pursuant to notice, in the committee 
room, Longworth House Office Building, Hon. Wilbur D. Mills (chair 
man of the committee) presiding. 

The CHAIRMAN. The committee will please be in order. 
We have as our first witness this morning our colleague from New 

Hampshire, the Honorable James C. Cleveland. We appreciate having 
you with us. You are recognized.

STATEMENT OF HON. JAMES C. CLEVELAND, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW HAMPSHIRE; ACCOMPA 
NIED BY RICHARD A. MINARD, MINIATURE PRECISION BEAR 
ING CO.; AND LEWE B. MARTIN, COUNSEL
Mr. CLEVELAND. Thank you, Mr. Chairman. I appreciate the oppor 

tunity of appearing before your committee. I have, at my left, 
Mr. Kichard A. Minard, an officer of the Miniature Precision Bearing 
Co. of Keene, N.H.; and Attorney Lewe B. Martin from this city.

Mr. Chairman, I have filed with the committee a statement in sup 
port of the position I will take. This is dated June 3. It is a rather long 
statement. Knowing the time problem your committee faces, the 16- 
page statement, with two graphs, I would like to have put in the record, 
Mr. Chairman.

The CHAIRMAN. All right, at the conclusion of the remarks you 
now make.

Mr. CLEVELAND. Then I have a briefer statement, a copy of which 
you also have, which is a summation of that statement. I have supplied 
two additional items to members of the committee. One is a fact sheet 
with a small bearing attached, and another is a bearing board exhibit 
which will help inform the committee just what a miniature precision 
bearing is.

Mr. Chairman, as a cosponsor of the Mills bill, of course I support 
its objectives. However, I am here today to speak on an amendment 
to the Trade Expansion Act of 1962 contained in H.E. 17579. If en 
acted, this amendment would shift the determination of impairment 
to our national security resulting from imports from the Director of 
the Office of Emergency Preparedness to the Secretary of Defense. 
My own recent experiences with' this agency in its investigation of the 
miniature and instrument precision ball bearing industry have con-

(3345) 
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vinced me this change is not only prudent but vital to the future 
security of the Nation.

Two small companies in my district, MPB of Keene, N.H., and New 
Hampshire Ball Bearings of Peterborough, together account for ap 
proximately 90 percent of this country's production of miniature pre 
cision ball bearings. These products are absolutely indispensable in the 
guidance and control of military aircraft, guided missiles, torpedoes, 
ships, and submarines. The performance of the abort gyrosystem on 
the last Apollo flight was entirely dependent on products made in the 
plant in Keene, N.H. This is a high technology, capital intensive, 
product.

The bearing board exhibit which each of you should have shows 
what a miniature bearing looks like. May I inquire, Mr. Chairman, if 
you have that bearing board?

The CHAIRMAN. Yes, we have it here.
Mr. CLEVELAND. This was especially prepared to acquaint busy Con 

gressmen with just what miniature bearings are. I am not going to go 
over that entire board with you. I think you will be amazed to see 
that these bearings are put together in what is known as a "white 
room," and this amazed me and I am sure it will surprise you, this is 
25 times cleaner than a hospital operating room.

You will notice at the bottom of the board some of the applications— 
Atomic Energy Commission, the Apollo tape recorder, missile guid 
ance system, jet engine fuel control, and radar. These are just selected 
at random.

You will notice, if you read the fine print, that these are made to 
tolerances of twenty-five millionths of an inch and represent the ulti 
mate in manufacturing skill and technology. In fact, there are only 
three principal producers of this product left in this country. It would 
take 2 years for any other bearing manufacturer to learn how to make 
this product in volume.

At the bottom of the exhibit are a number of bearings identified by 
the defense application in which they are used. In fact, 80 percent of 
this type of bearing winds up in Government end-use items. As I have 
already pointed out, it is no exaggeration to state that every missile, 
torpedo, airplane, ship, submarine, or spacecraft is absolutely depend 
ent upon miniature bearings for its performance. DOD will attest to 
the absolute vitalness of these bearings to the national security.

In spite of its indispensable need in defense applications, the num 
ber of producers in this country has shrunk from 10 to three in the last 
10 years. Significantly, one of these remaining three purchased a stock 
interest in and became the exclusive sales agent for Nippon Miniature 
Bearings. This abrupt decline in domestic producers has been the direct 
result of the phenominal growth of one Japanese producer, Nippon 
Miniature Bearing (NMB). Incidentally, only one Japanese producer 
is involved because rationalization of production is the order of the 
day in the bearing industry and is approved by the Japanese 
Government.

Mr. Chairman, I referred earlier to my major statement, dated 
June 3. At the end of that major statement are two charts. If you look 
over those charts very briefly, you will see the very rapid increase in 
the Japanese imports. On the second chart, the top line is the total U.S.
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consumption; the broken line, the middle line, is the U.S. production, 
and the dotted line, the bottom line, is imported bearings, and you can 
see that the lines have crossed. The point of no return as been reached 
and is rapidly being passed.

After some 15 years of organizing, training, and purchasing of 
American developed and manufactured machines and machine tools, 
NMB finally achieved a productive capability and moved into the U.S. 
marketplace during the Vietnam buildup of 1966-67. These imports, 
used extensively as components in defense applications, reflected no 
new state of the art but rather fed upon the bread and butter bearings 
for which the research, development, and engineering had been funded 
by the domestic producers. The low prices of the NMB bearings not 
only allowed the Japanese predators to take over about half the U.S. 
market but established the low price umbrella which has destroyed the 
profitability of U.S. producers.

It is significant to note that since these products are so vital to this 
country's defense, that the domestic producers are obliged to have resi 
dent "inspectors" employed by the Federal Government. These inspec 
tors continually monitor the quality of the product and the processes 
by which the domestic product is produced. While an inconvenience 
and expense to the domestic producers, the presence of such inspectors 
insures a product of continued quality,

The Japanese plant, on the other hand, is not obliged to have a resi 
dent inspector; instead, it must merely submit a letter, on occasion, in 
dicating that its product is made in conformance to a number of U.S. 
Government military specifications. Since bearings from both U.S. and 
Japanese plants now wind up in the same U.S. fighter, it is an absurd 
application of double standards.
. Fully believing that the Congress intended the national security sec 
tion of the Trade Expansion Act to be a remedy applicable to a basic 
industry such as bearings, an application for adjustment of imports 
was filed with the OEP in January of 1969.

An examination of the existing facts should readily indicate that 
this industry fully meets the criteria of an impairment of the national 
security.

There is no question as to the vital need for miniature and instru 
ment bearings in defense applications. DOD has indicated in my pres 
ence that a government facility would be necessary if the private pro 
ducers went under.

Free trade is not in issue here as the U.S. companies cannot sell in 
the only other significant world market, producing sophisticated 
weaponry and space vehicles—that is, the Iron Curtain countries.

It was easily demonstrated that imports were absorbing about half 
of the U.S. market.

The uniqueness of skills, nontransferability of equipment, et cetera, 
all, too, seemed easily demonstrable.

That in the year prior to the filing of the OEP application, this in 
dustry had reduced its capability by 30 percent. Subsequent layoffs 
of an additional 30 percent of production and 50 percent of engineering 
skills since January 1969, has further reduced the U.S. miniature bear 
ing capabilities to a perilous level. Based on current orders, further 
reductions appear inevitable.
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That the state of the art capability for future missiles or weaponry 
is practically lost. In fact the engineer who developed the critical bear 
ing! for the Apollo has left the industry.

Perhaps the most critical fact is that the mobilization base has 
dwindled to just three companies.

Since these three domestic producers are within 150 miles of each 
other, two being just 25 miles apart, it was believed the OEP investi 
gation could be expedited to meet the evident emergency. At first the 
OEP seemed to be agreeing, for when the domestic applicants waived 
their rights to file rebuttal statements to the Japanese, Swiss, and Ger 
man briefs, the Director of the OEP stated in the Federal Register: 
"* * * I hereby find that national security interests require that this 
investigation be concluded as promptly as feasible." That was on 
May 1Y, 1969. Now, over a year later, the OEP, after receiving reports 
from the interested agencies—Defense, Commerce, Labor, NASA, 
AEC—has at this late date asked Commerce and Labor to reply to 
questions raised by a domestic producer-importer in July 1969. These 
requests appear designed to postpone the day when a decision must be 
made. The U.S. industry simply cannot afford the luxury of further 
delay by the OEP.

Perhaps the best way of discussing the performance of the Office of 
Emergency Preparedness after receiving this application would be to 
tell you what it has not done.

Only one representative of the Office of Emergency Preparedness 
has ever visited the New Hampshire plants, and that was in April of 
1969, upon the invitation of Senator Norris Cotton.

Not one letter from the Office of Emergency Preparedness will be 
found in the files of MPB or New Hampshire Ball Bearing.

For all the direct action that has been obtained from the Office of 
Emegrency Preparedness, the application might just as well have never 
been filed.

OEP has not directly requested information from either of the New 
Hampshire companies.

The OEP has not concluded its investigation after some 16 months.
As best I can determine, the initial investigation was instigated by a 

minor bureaucrat in the OEP who sent copies of the industry's applica 
tion to "interested Government agencies"—that is, those agencies who 
could comment on the allegations and statements made in the applica 
tion. The_ OEP's role in this procedure, from all evidence available to 
me, consisted of placing a copy of the application in a Manila en 
velope, writing a cover letter, and mailing them to the other agencies.

During the course of the investigation when members of industry 
contacted the OEP with a view toward determining the arrival time of 
the responses from the Departments of Labor, Commerce, Defense, 
NASA, et cetera, they were told that the OEP had no real authority 
and could only "urge" prompt responses from other agencies. In short, 
it would appear that the ability of this particular agency to perform 
under "emergency" conditions was primarily confined to a wringing 
of hands.

This industry came to the Office of Emergency Preparedness in good 
faith with a straightforward problem involving industrial mobiliza 
tion, military preparedness, imports, and the security of our country. 
We were naive enough to think that with a $10.8 million budget, a suf 
ficient number of "dedicated experts" in OEP would go into action.
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This problem has not been complex in any sense. Indeed, it has been 
an extremely simple and identifiable one. For the last year and a half, 
we have had to push, pull, prod, and poke the Office of Emergency 
Preparedness for any and all action that has been noted. The lack 
of response has been distressing. A problem that would have required 
four experts a minimum of 3 months to verify has dragged on for al 
most a year and a half with no end in sight.

I suggest to you that such a lack of authority, coupled with such 
demonstrated disinterest, indicated that this agency is not capable of 
recognizing an emergency, much less being able to act upon one. In 
deed, the absence of a time schedule in section 232 permits OEP to 
allow a case to languish for years, and indeed in all cases but one, 
this is exactly what has happened.

In short, I have every reason to believe that the OEP, insofar as it 
relates to section 232 of the Trade Expansion Act of 1962, exists only 
as a placebo for American industry and was never intended to func 
tion in the role of an investigative or decisionmaking agency. Its sole 
role after 16 months of investigating the effects of imports of miniature 
and instrument precision ball bearings has been to solicit and obtain 
information but neither to interpret nor digest nor form an opinion.

I submit that in circumstances where the national security of the 
country is at stake, that an office having such a poor record should not 
be entrusted with such a vital role. I further submit that the Depart 
ment of Defense, whose mission is clearly demonstrable, is better 
qualified to make such findings—that is, "Do the imports of a particular 
commodity threaten to impair the country's national security?"

The DOD has an explicit set of instructions for regular monitoring 
of almost every established mobilization plan by the DECAS branch of 
the Defense Supply Agency. The Department of Defense, through its 
directive instructions 4005.1, "Planning for Mobilization"; 4005.2, 
"Mobilization Eequirements"; 4005.3, "The Industrialization Mobil 
ization Planning Manual"; and 405.3(h), "The Register of Planned 
Emergency Producers," clearly indicates the plan and the require 
ments of DOD for such critical items as miniature and instrument pre 
cision ball bearings. They are referred to in these manuals as pacing 
components, meaning that all other defense weapons systems are paced 
by their availability.

The very fact that these bearings have been recognized by the DOD 
as pacing components should be ample warning to those on the com 
mittee that this product is essential. Surveys by DECAS provide data 
as to the total capacity of various facilities to produce as well as 
mobilization requirements for individual contractors for specific sizes 
of bearings to be delivered at prescribed intervals after "M Day."

Ball bearing producers in my district have informed me that each 
and every machine tool and supply item which they use in the manu 
facture of bearings is controlled by this mobilization plan. This review 
is so detailed that any investigation by other agencies is at best 
redundant. My contention is that since we are already paying for this 
sophisticated DOD plan of mobilization review, is it not logical that 
the DOD should have the responsibility for investigation in section 
232 cases of items essential to defense and the national security.

It is not my purpose here to review the elaborate mobilization plans 
of the Department of Defense. However, in my careful examination of
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this case, it is abundantly clear that we are paying for needless waste 
and duplication in many other agencies to study and restudy essential 
items for defense. I think that the principal responsibility should rest 
with the Secretary of Defense but that when appropriate he could 
seek the advice and counsel of other agencies in making his report to 
the President.

In the final analysis, the incentive to make such a finding promptly 
is considerably more consistent with the role and ultimate responsi 
bility of the DOD than with the Office of Emergency Preparedness. 
From the record I have seen, the OEP is best left with its floods and 
fires.

Mr. Chairman, I told you I left with you a fact sheet. I hope the 
members will put them in their pockets and look them over sometime 
when they have a few extra minutes. The one item on that fact sheet 
that I would like to refresh your memories on is this: that our indus 
try in this country is subject to these very rigorous governmental in 
spections and yet we accept the Japanese bearings coming in with no 
such inspections.

In conclusion, I would simply like to inform the committee that if 
they have any doubt at all as to the distressing slowness with which 
the OEP has operated in this case, they should talk to Deputy Secre 
tary of Defense David Packard, who has expressed deep concern and 
some outrage at the manner in which OEP has proceeded; Assistant 
Secretary of Commerce for Domestic and International Business, 
Kenneth N. Davis; and Deputy Under Secretary of Labor for Inter 
national Affairs, George H. Hildebrand. These people are familiar 
with this case and they share our deep concern over the miserable 
performance of OEP.

Thank you, Mr. Chairman.
(The statement referred to follows:)

PREPARED STATEMENT OF HON. JAMES C. CLEVELAND, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW HAMPSHIRE

I have co-sponsored H.R. 16920 because of the apparent reluctance of foreign 
suppliers, particularly Japanese, to reach any agreement on textiles or leather 
footwear to establish a fair and orderly trade in these articles. In taking this 
position, I do not oppose an expansion of trade or the principles of free trade, but 
do insist that it be fair trade. Our market place must not serve as an unlimited 
dumping ground for foreign mills and factories in countries that do not have the 
enlightened labor legislation which we enjoy. I personally have long urged 
that by a system of differential tariffs we could, and should, encourage such 
countries to improve their working conditions and raise their standards of living.

The closing of shoe or textile plants in my District has already destroyed 
many job opportunities. Even worse, it has created unemployment among many 
people who are least able to recover—those whose ages or skills often prevent 
them from being otherwise employed or retrained.

The textile and footwear people have been told by the economists in our New 
England area, that since their industries are labor intensive and require a mini 
mum of skill that it is essentially their tough luck that they are feeling the 
pinch from overseas producers. These same economists advise us that if any 
of these type industries cannot compete that they should look for products which 
are non-labor intensive, require high capital investment and which would utilize 
the high technology and skills found in New England. This philosophy is ap 
parently one of the keystones of the complete free trade argument. The simple 
fact is that in the present stages of world industrial development and trade 
practices this argument is invalid. The miniature ball bearing industry, which 
is principally located in my district is a non-labor intensive industry with high 
capital investment using highly skilled labor—but it too has attracted an 
inordinate flood of imports.
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The manufacture of miniature precision bearings is a complex, highly skilled 

process. Miniature bearings are produced in substantial quantity on semi-auto 
mated equipment and to tolerances that in some cases are as high as five 
millionths of an inch. These bearings are so small that the entire day's output of 
a plant could be put into a small box. The business is capital intensive—it takes 
approximately $250,000 worth of specialized machine tools to make 1500 bear 
ings per day. Incidentally, defense needs are such that the country would need 
in excess of 100 times that number in a national emergency.

The technology involved in the manufacture of these bearings is impressive. 
Engineers in great number are required to monitor the design and manufacture 
of this highly specialized product.

In short, these two companies represent exactly the high technological indus 
try that economists tell us is the adjustment salvation for New England.

It also happens that miniature precision bearings are utilized almost entirely 
in defense applications. Their most dramatic usage is in gyroscopes which form 
the heart of guidance systems which are basic to the operation of every missile, 
ship, submarine, torpedo, and airplane in this country's defense arsenal. It is 
no exaggeration that this country could not fight a war at today's level of 
technology without this product. The defense department is on record as ac 
knowledging the criticality of miniature precision bearings.

Nevertheless, in spite of the built-in "immunity" that these companies should 
have from imports and in spite of the need for this product by our defense estab 
lishment, these two companies, who are virtually the only producers of this 
product in this country are in danger of going out of business as a result of 
low priced imports.

While I am greatly concerned over the present lost job opportunities in 
textiles and leather footwear, I am also deeply troubled that the National 
security of all Americans is threatened by the inaction of the Office of Emer 
gency Preparedness in adjusting the importation of miniature and instrument 
precision ball bearings.

AMENDMENTS TO TRADE ACT

I introduced last week an amendment to the Trade Expansion Act of 1962, 
which provides for the substitution of the Secretary of Defense for the Director 
of the Office of Emergency Preparedness in Section 232 of the Trade Expansion 
Act of 1962, the "National Security Amendment." Incorporation of this amend 
ment in 16920 will, in no way, add to or subtract from the initial scope of 
this bill; but instead will more clearly insure the preservation of our National 
security and mobilization readiness as they are affected by conditions of 
foreign trade. My remarks will illustrate this point.

Subsection (B) of Section 232 states that "Upon the request of the head of 
any department or agency, upon application of an interested party, or upon 
his own motion, the Director of the Office of Emergency Planning shall immedi 
ately make an appropriate investigation in the course of which he shall seek 
information and advice from other appropriate departments and agencies, to 
determine the effects on the National Security of imports of the article which 
is the subject of such request, application or motion."

My own observation of the conduct of the OEP, in the miniature and instru 
ment bearing investigation which I followed closely, is that the Director 
of the OEP has not conducted an investigation (instead he has, at the very 
most, caused an investigation to occur) ; he has had no sense of the immediate; 
demonstrated no initiative; and in fact has paid nothing but lip service to the 
intent of Section 232. A review of previous investigations by the OEP, together 
with the circumstances of the miniature and instrument bearing investigation 
will demonstrate the reasons for my concern and the resulting amendment

RESIDUAL OH. STANDS ALONE

A total of 29 basic industries have filed applications with the OEIP on the 
basis that competing imports represented a threat to National security. These 
have included such products as fluorspar, watches, residual oil, rifles, cobalt, 
tungsten, steam turbine generators, and anti-friction bearings. It is interesting to 
note that the average time required for the OEP to arrive at a negative finding, 
insofar as the petitioner is concerned, is approximately two years. I do note 
that one case, involving textiles, has been under investigation since 1961. The 
fact that the Congress is now considering textile import legislation hardly 
speaks well for the role of the OEP in this matter. In many cases petitioners
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eventually become physically or financially exhausted and withdraw their 
request for investigation—i.e., the bureaucracy has managed to outlast them. 

On only one occasion has the Office of Emergency Preparedness managed to 
come through to prevent a threat to our National security. An application filed 
on January 22, 1959, requested an affirmative decision involving residual oil. 
Immediately prior to this, Lyndon Johnson and Robert Kerr in the Senate 
and Sam Rayburn in the House passed resolutions defining the limit of imports 
which would impair the National security. Strangely enough, the OEP made 
a positive finding for the oil producers within only 36 days! One might be 
forgiven for suspecting that factors other than our National security entered 
into this finding. Indeed, my own recent experience would indicate that National 
security matters are the last items to be considered in any investigation processed 
by the OEP.

OEP INVESTIGATION——MINIATURE AND INSTRUMENT BEARINGS

Two small companies in my District, New Hampshire Ball Bearings, Inc. of 
Peterborough and MPB Corporation of Keene, currently produce 90% of the 
miniature ball bearings manufactured in this country. It is not my intent to 
get into a detailed description of the merits of their case—suffice it to say 
that the performance of every ship, missile, airplane, tank and nuclear device 
in our defense arsenal and every vehicle in the space program is dependent upon 
the performance and availability of these bearings. Additionally, the production 
of these bearings represents a highly specialized manufacturing capability not 
immediately available in other segments of the metalworking industry. Over 
the last few years these two manufacturers have found themselves in increasingly 
hopeless competition with lower-priced imports from Japan. But, mind you— 
and I hope free traders will note this well—they can't sell in the only important 
foreign market, i.e. Eastern Europe.

Fully believing the language of the Trade Expansion Act of 1962, these two 
companies through their trade association, the Anti-Friction Bearing Manufac 
turers Association, filed an application with the OEP on January 31, 1969. Since 
March of that year they have borne the entire personnel and financial burden 
of pursuing this application with, by, -through and around the OEP. To say the 
very least, it has been an educational and discouraging experience for ail 
concerned.

As best I can determine, the initial investigation was instigated by a minor 
bureaucrat in the OEP who sent copies of the industry's application to "interested 
Government agencies"—i.e., those agencies who could comment on the allega 
tions and statements made in the application. The OEP's role in this procedure, 
from all evidence available to me, consisted of placing a copy of the application 
in a manila envelope, writing a cover letter and sending a package to, let us 
say, the Department of Commerce. You might say they punted on first down!

NATIONAL SECURITY VS. INTERNATIONAL COURTESY

At the same time, further copies of the application were circulated to the 
foreign producers cited as those whose imported product was impairing the 
National security. Replies were, in time, received from German, Swiss and 
Japanese firms. It is interesting to note that the Japanese were able to com 
fortably obtain a 30-day extension beyond the time normally allowed to prepare 
their "rebuttal" to the application of the domestic industry. In retrospect, this 
provided me with my first inkling that "emergency planning" was somewhat of 
a misnomer, and that National security could take second place to international courtesy.

On May 1, 1969, the domestic producers waived the right to file further com 
ment upon the Japanese, German and Swiss submittals. These rights of rebuttal 
were waived at the suggestion of the Director of the Office of Emergency 
Preparedness. At the time we were under the impression that this would help 
insure speedy resolution of this investigation.

A notice in the Federal Register on May 17, 1969, by the Director of the OEP 
gave formal notice of this waiver and further stated "... I hereby find that 
National security interests require that this investigation be concluded as 
promptly as feasible, and hereby give notice that any rebuttal or other material 
which any party proposes to submit in connection with this investigation should 
be submitted within 15 days after the date of publication of this notice in the 
Federal Register. The file in this investigation will be closed as of that date."
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It is interesting to note that on May 30, two days before the file was "closed," 

the Japanese submitted further data.
During the June 1969-January 1970 period, members of industry continually 

contacted the OBP with a view toward determining the arrival time of the 
responses due the OBP from the Department of Labor, Commerce, Defense, 
NASA, etc. Each time such a request for information was made, industry was 
told that the OBP had no real authority and could only "urge" prompt responses 
from other agencies. In short, it would appear that the ability of this particular 
agency to perform under "emergency" conditions would be primarily confined 
to a wringing of hands.

It is also interesting to note that at no time during the last 6 months of 1969 
did a member of this agency publically contact the applicants with a view toward 
further data clarification or with a thought of doing any of its own investiga 
tion work.

OTHER AGENCIES CABBY THE BALL

Reports were finally received by the OEP from agencies such as DOD, Com 
merce and Labor only as the result of the interest and dedication of a few 
appointive officials—notably Deputy Secretary of Defense, David Packard; 
Assistant Secretary of Commerce for Domestic and International Business, 
Kenneth N. Davis; and Deputy Under Secretary of Labor for International 
Affairs, George H. Hildebra-nd. Without their abilities and enthusiasm and 
without the continued efforts of the applicants, it is doubtful that the OEP 
would yet have responses to this "emergency" situation.

The conduct of the OEP after the arrival of these various agency responses 
has been even more curious and discouraging. I am aware that the Departments 
of Labor and Commerce were asked in January and February, 1970, to reply 
to questions raised by a domestic producer-importer in July of 1969—these 
questions having been originally introduced 6 months prior to the submittal of 
agency responses. Why were these questions not brought to the attention of 
the agencies at the time of their original introduction?

I am also aware of additional information solicited by the Office of Emergency 
Preparedness from the Japanese in January, 1970, concerning facts in issue in 
the investigation, without notice and opportunity for all parties to participate.

The description of facts contained in the submittal on behalf of the Japanese 
Bearing Industrial Association wholly related to labor skills required to pro 
duce -miniature and instrument ball bearings in the high precision grades. Cer 
tainly factual examinations of the training time of workers to produce minia 
ture and instrument bearings; additional training to upgrade labor skills; 
and the function in the manufacturing process which requires skilled labor 
should be a matter of public record in this Section 232 investigation, subject 
to notice and opportunity for participation by all parties. This would appear 
to be a violation of the Administrative Procedures Act of 1965, or at the very 
least, of the administrative policies of the Act.

It also raises questions about the advice of the Director of the OEP to the 
domestic industry to waive its rights for a rebuttal in May of 1969 and the closing 
of the record. An expeditious and prompt finding in this investigation seems 
as far away now as it did a year ago.

On February 15, 1967, Senator Everett McKinley Dirksen, filed a seventeen 
page memorandum with the Senate Finance Committee on the need for inves 
tigation and public hearings by way of legislative oversight of the administra 
tion of U.S. Customs, Tariff and Trade Agreements legislation. I would quote 
the Section concerning the National Security Amendment:

4. THE NATIONAL SECUBITY AMENDMENT (19 U.S.C. § 1862) : THE TOTAL 
IMPERATIVENESS OP THE FINANCE COMMITTEE'S PARTICULAR REMEDY

In the Trade Agreements Extension Act of 1955, the Committee on Finance 
fashioned a particular remedy to permit the regulation of imports affecting basic 
industries in a manner consistent with the national security. This amendment 
was carried forward in the subsequent Extension Act of 1958.

More than 20 cases have been brought before the Office of Emergency Planning 
(and its predecessor agencies), made the investigating agency by the statute. 
In only one, petroleum and petroleum products, acted upon during the Elsenhower 
Administration, has relief been granted. Though import competition has been 
found to be significant in the case of a number of industries suffering economic 
distress, the Office of Emergency Planning has in each instance "explained
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away" either the national security Importance of these basic industries or of 
the imports as a contributing cause of the industry's distress. One case, textiles 
and textile manufactures, remains undecided after nearly six years.

In some instances the Director of the Office of Emergency Planning has cited 
the opinion of the State Department that import restrictions would affect the 
national security interests of the United States as seen in the international rela 
tions of the United States as a reason for denying relief.

Whereas the Finance Committee intended the national security provision as 
a remedy applicable to a number of basic industries, it has been converted through 
the policy imperatives of the Executive Branch into virtually a dead letter of 
the law."

In short, I have every reason to believe that the OBP, insofar as it relates to 
Section 232 of the Trade Expansion Act of 1962, exists only as a placebo for 
American industry and was never intended to function in the role of an inves 
tigative or decision-making agency. Its sole role after 15 months of investigating 
the effects of imports of miniature and instrument precision ball bearings has 
been to solicit and obtain information, but neither to interpret nor digest nor 
form an opinion.

GIVE RESPONSIBILITY TO DOD

Having found itself with favorable agency reports, finally, the OEP has gone 
to the foreign producers, and/or Government agencies, with questions obviously 
designed to postpone the day when a decision must be made. I submit that in cir 
cumstances where the National security of the country is at stake, that an office 
having such a poor track record should not be entrusted to play a vital role. I 
further submit that the Department of Defense, whose mission is clearly demon 
strable, is better qualified to make such findings—i.e., "Do the imports of a par 
ticular commodity threaten to impair the country's National security?"

Duplication in government agencies is probably more in evidence in the area 
of mobilization planning than in any other. In "Production for Defense" part of 
the national security management series published by the Indsutrial College for 
the Armed Forces, more than one hundred treatises on this subject are cited. 
Virtually every agency of the Federal Government has a mobilization plan. How 
ever, in most cases all that exists is a plan on paper to be placed in effect on 
"M" day. Of course, some agencies achieve a greater degree of sophistication 
on their "M" day plans than others, but in no agency is the subject of such vital 
concern as it is in the Department of Defense. For after all, that is the business 
of the DOD, preparation for national emergencies in the defense of our nation.

The DOD has an explicit set of instructions for regular monitoring of almost 
every established mobilization plan by the DECAS branch of the Defense Supply 
Agency. The Department of Defense through its directive instructions 4005.1 
"Planning for Mobilization", 4005.2 "Mobilization Requirements", 4005.3 "The 
Industrial Mobilization Planning Manual", and 4005.3(h) "The Register of 
Planned Emergency Producers" clearly indicates the plan and the requirements 
of DOD for such critical items as miniature and instrument ball bearings. They 
are referred to in these manuals as pacing components meaning that all other 
defense weapons systems are paced by their availability.

The very fact that these bearings have been recognized by the DOD as pacing 
components should be ample warning to those on the Committee that this 
product is essential and the DOD is in a constant state of monitoring the 
industry's progress. Surveys by DECAS provides data as to the total capacity 
of various facilities to produce as well as mobilization requirements for indi 
vidual contractors for specific sizes of bearings to be delivered at prescribed 
intervals after "M" day.

Ball bearing producers in my district have informed me that each and every 
machine tool and supply item which they use in the manufacture of bearings 
is control'ed by this mobilization plan. This review is so detailed that any 
investigation by other agencies is at best redundant. My contention is that since 
we are already paying for this sophisticated DOD plan of mobilization review- 
is it not logical that the DOD should have the responsibility for the preliminary 
investigation in Section 232 cases of items essential to defense and the national 
security? If an item cannot pass the initial test of DOD essentially, should not 
the study be abruptly ended there, of course it should.

It is not my purpose here to review the elaborate mobilization plans of the 
Department of Defense, however, in my careful examination of this case, it is 
abundantly clear that we are paying for needless waste and duplication in many
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other agencies to study and restudy essential items for defense. I think that 
the principal responsibility should rest with the Secretary of Defense but that 
when appropriate he could seek the advice and counsel of other agencies in 
making his report to the President. Such a consultation could be with the Busi- 
nes sand Defense Services Administration of the Commerce Department which 
maintains records not only of machine tool capacities but industry statistics 
and abilities of companion industries to produce like items.

In the final analysis, the incentive to make such a finding promptly is con 
siderably more consistent with the role and ultimate responsibility of the DOD 
than with the Office of Emergency Preparedness. From the record I have seen, 
the OEP is best left with its floods and fires.

PRODUCTION CAPACITY

NIPPON MINIATURE BEARINGS
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U.S. CONSUMPTION 

MINIATURE AND INSTRUMENT
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MILITARY PBEPAREDNESS DECISION OVERDUE 

MINIATURE PRECISION BALL BEARINGS
The "Achilles' Heel" of our arsenal. Recognized as vital pacing component by 

Department of Defense. Designed, developed, and produced solely for U.S. 
consumption.

Fact.—Miniature bearings are vital to performance of navigation systems, 
jet engine fuel controls, missile seeker heads, bomb sights, radios, and nuclear 
fuzes. Without them the U.S. could not operate, control, or guide any aircraft, 
any missile, any submarine, any ship, any tank, any torpedo.

Fact.—Over 50% of DOD end use miniature bearings now come pom over 
seas—principally Japan. Too soon there will be no production on U.S. soil. 
The consequences of this on mobilization and preparedness is all too evident.

Fact.—There are only two principal domestic producers left out of 10 in 1964. 
(Dropouts included such giants as GMC, TRW, and Federal-Mogul.)

Fact.—Even with government priority, existing manufacturers of other 
bearings have testified that they could not convert, re-tool and re-train for 
miniature bearing production in less than two years. DOD mobilization require 
ments start on M + 30 days. U.S. security demands a viable miniature precision 
ball bearing industry in the U.S.

Fact.—U.S. Department of Commerce, Export Control restricts shipments of 
Miniature Precision Ball Bearings to Russia, Red China, and Communist bloc 
nations. (Foreign manufacturers are not so restricted.) Machines to manufacture 
miniature bearings were denied to Russia in 1961 to maintain U.S. guidance 
superiority when the USSR led in thrust. This fact has been fully vindicated 
by the subsequent successful Apollo flight.

Fact.—Department of Defense requires of U.S. manufacturers, rigid day-to 
day inplant quality control 6j/ government inspectors. This is not required of 
foreign firms.

Fact.—On 31 January 1969 Application was filed with the Office of Emergency 
Preparedness (OEP) for relief under Section 232, Trade Expansion Act of 1962.

Fact.—In the year prior to filing the OEP petition the industry had reduced its 
capability by 30%. Subsequent layoffs of an additional 30% of production and 
50% of engineering skills since January 1969 have further reduced the U.S. 
miniature bearing capabilities to a disasterous pre 1958 production level.

Fact.—Since OEP's sole role after 15 months of investigating the effects of 
imports on Miniature Precision Bearings has been to solicit and obtain informa 
tion but neither to interpret nor digest nor form an opinion. Congressman James 
Cleveland, New Hampshire introduced on May 12,1970, H.R. 17579 to transfer the 
responsibility for investigating Section 232, National Security Cases, from the 
Director of the Office of Emergency Preparedness to the Secretary of Defense.

The time to decide this vital issue has rapidly run out. Men of courage and 
decisiveness are needed to speak out and decide now!

Mr. BTTRLESON (presiding). Thank you, Mr. Cleveland, for your ap 
pearance and your statement. I want to express the appreciation of the 
committee for your presence and your statement. Mr. Corman, do 
you have a question ?

Mr. CORMAN. No.
Mr. BTJBLESON. Mr. Schneebeli.
Mr. SCHNEEBELI. On page 2, Mr. Cleveland, you talk about the 

double standard where we have these in-plant inspections, close inspec 
tions, and nothing is done with the Japanese product. Is there any 
conceivable reason why we have this double standard? Since it is a 
very important military product, and I conceive how important they 
are, why would not the Japanese products be inspected at least after 
they come to this country ?

Mr. CLEVELAND. This is one of the things which has been frustrating 
about the whole situation. So far as I know, only once—I have checked 
with Navy, I have checked with Air Force, I have checked with 
Army—only" once did any representatives of the Department of
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Defense ever go to the Japanese source, and this was simply a visit 
just to look at their facilities. They do not have that on-site inspection.

Mr. SCHNEEBELI. Do our manufacturers have to pay for the on-site 
Government inspection ?

Mr. CLEVELAND. They don't have to pay for the inspection, but I 
have been informed by the industry that it adds as much as 20 percent 
to their costs because they have to meet these rigid requirements. 
These inspections apply to 40 different operations in putting together 
one of these intricate little bearings.

Mr. SCHNEEBELI. Are all of our imports from Japan ?
Mr. CLEVELAND. No.
Mr. SCHNEEBELI. You talk about the Japanese continually. Do we 

get any from any other countries ?
Mr. CLEVELAND. There are some Swiss and some from Germany, I 

believe. But the major thrust is this Japanese plant. You see, they 
have combined all their productive capacities in one company. De 
fensively our two companies can't get together, because if they did. 
it would be a violation of the antitrust laws.

Mr. SCHNEEBELI. I notice you say: In the event that our two com 
panies went under—I certainly hope they don't—that DOD has indi 
cated they would have to have a government facility to do the same 
thing.

Mr. CLEVELAND. In my presence—and I was over to Mr. Shillito's 
office, and he turned to one of his generals and said: "What would 
happen if a cry of alarm comes through and the companies go out?" 
It is simple; we would have to build a plant just as they did with the 
jewel bearing plant. The cost of that plant, you can get some indica 
tion of what it would be from the bearing board here, the enormous 
amount of equipment. To me that was the most shocking of the many 
shocking and distressing episodes in this whole dreary affair.

Mr. SCHNEEBELI. It makes no sense. If we need the industry to pro 
tect ourselves and we give no protection whatsoever to the two remain 
ing companies in the industry, it makes no sense to me. It puts an 
additional burden on the taxpayer and we lose two good industries.

Mr. CLEVELAND. That is why I am so outraged at the performance 
of the OEP. That is why I think we should take the decisionmaking 
power out of OEP and give it to Defense, at least somebody who is 
going to act. A year and a half has gone by and we don't have the 
slightest sign of decision by OEP.

Mr. SCHNEEBELI. Have your two companies gone the route of the 
Buy American Act, escape clause, or antidumping, or any present leg 
islation that is available to them?

Mr. CLEVELAND. We have some evidence, we had sufficient evidence 
that the Japanese were underselling, dumping, so that we went to the 
Bureau of Customs, and they are now investigating. They, too, con 
curred with this, and there is some evidence that the Nippon company 
is dumping and is guilty of a violation of that law, but that has not 
yet been decided.

Mr. SCHNEEBELI. So your antidumping request is still being 
investigated.

Mr. CLEVELAND. Yes, sir. The Buy American, of course, does not ob 
tain in a situation like this, because the bearing is such a small com-
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portent of the ultimate weapon, the ultimate airplane, ultimate sub 
marine ; the Buy American Act covers only the whole component, or 
50 percent of it,'like the submarine, destroyer, tank, or plane. This is a 
tiny, little item so far as the ultimate use is concerned.

Mr. SCHNEEBELI. This bearing which is so important to our defense 
situation, I still don't understand this double standard with this. Is 
there any evidence that the Japanese-made material does not stand up 
under pressure ?

Mr. CLEVELAND. I could answer it somewhat facetiously by saying 
we belive there are Japanese bearings in the TFX, F-lll—but I can't 
tell you that there is absolute evidence that they don't bear up. Cer 
tainly they don't have these onsite inspections.

Mr. SCHNEEBELI. Why would not the DOD demand the onsite 
inspection ?

Mr. CLEVELAND. I have asked them that, and I have had no 
satisfaction.
• Mr. SCHNEEBELI. Or at least inspection after they get to this 
country.

Mr. CLEVELAND. There again you sometimes don't know exactly 
what the end use is going to be. As you can see, they are very small and 
they go into other components.

Mr. SCHNEEBELI. Do they have to be inspected at the factory; can 
they be inspected after assembled ?

Mr. CLEVELAND. I don't think there could be such a satisfactory in 
spection. The countless little tolerances, as I said, on that bearing 
board, twenty-five millionths of an inch, it has to be done as it is put 
together. The control situation like the white room that they are made 
in, 25 times cleaner than a hospital room, that is what you have to 
inspect, where it is produced.

Mr. SCHNEEBELI. Thank you very much, Mr. Chairman.
The CHAIRMAN. Are there further questions?
Mr. CHAMBERLAIN. Yes, Mr. Chairman, if I may.
The CHAIRMAN. Yes, Mr. Chamberlain.
Mr. CHAMBERLAIN. I commend Mr. Cleveland for bringing this to 

the attention of the committee. I think he has spotlighted an outra 
geous situation. It is beyond my comprehension that our Government 
would tolerate the end result that the gentleman has outlined.

Pursuing Mr. Schneebeli's question with reference to inspection just 
a bit further, have you no indications whatsoever that the imported 
products have been defective in any way ?

Mr. CLEVELAND. I don't think we can honestly say that. As I say, 
they have had them in the somewhat ill-fated TFX, but that would be 
just the wildest conjecture to say that this had anything to do with 
any of those failures. We can only say and repeat that a great cost to 
the domestic producer, they have rigorous onsite inspections that touch 
as many as 40 facets of the manufacturing operation. The competitor 
in Japan can simply send them in on a certification.

Mr. CHAMBERLAIN. With the current trend, how long are the two 
domestic—are there two just now or three ?

Mr. CLEVELAND. There are three, but one has made an arrangement 
with the Japanese company, so, in effect, they are sales agents. They 
still do have some capability.
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Mr. CHAMBERLAIN. Of the remaining domestic producers and pro 
jecting current trends, how long is it going to be before they are out 
of business ?

Mr. CLEVELAND. A matter of months, a matter of a year perhaps. 
Their dying gasp won't be just sudden. These companies, of course, 
during this period of inactivity by the OEP, are diversifying out of it.

Mr. CHAMBERLAIN. At that time, insofar as our national security re 
quirements are concerned, we will have to go to Japan or Switzerland 
or somewhere else to find and procure the components that are neces 
sary for the production of our national security hardware, is that 
right?

Mr. CLEVELAND. Absolutely right. The whole spectrum of defense 
hardware depends on this. I might say there are important domestic 
uses. Every time your airplane comes down here over at National Air 
port, there are countless miniature bearings in all parts of that 
airplane.

We are going to lose not only the manufacturing capability; even 
worse, we are going to lose the skill and the science, the design capabil 
ity. I have already told you in my statement that the engineer that 
designed the abort system for the Apollo bearing and worked very 
closely with engineers at MIT has left the business. These guys are 
not stupid; they can see what is happening.

Mr. CHAMBERLAIN. Mr. Chairman, I would just observe that of all 
the witnesses that we have heard for the past several days and weeks 
on this trade problem, the gentleman from New Hampshire has pre 
sented one of the most alarming situations that has been called to the 
attention of this committee. I think it demands our vigilant study and 
some remedial action. I do not know what the answer is, but certainly 
it is incumbent upon us to respond to the problem that the gentleman 
lias outlined. I commend him for calling it to our attention.

Mr. CLEVELAND. Well, I have been calling it to the attention of an 
awful lot of people. I hope this committee can do more than some 
people downtown have done. I have been through nothing like it in 
my entire 25 years of public service.

The CHAIRMAN. Will you state for the record the name of the two 
companies in your State ?

Mr. CLEVELAND. Miniature Precision Bearing from Keene, N.H., 
and the New Hampshire Ball Bearing Co. of Peterborough, N.H.

The CHAIRMAN. Are they subsidiaries ?
Mr. CLEVELAND. No; that is one of their problems. They are just 

two little companies that happen to be in my district and happen to 
have this capability.

The CHAIRMAN. Does Timken or any of the larger companies in 
the ball bearing area produce anything like this type of bearing?

Mr. CLEVELAND. I don't believe that Timken but New Departure 
did. New Departure, at the request of the U.S. Government, follow 
ing the Korean war, went into this, and after 4 or 5 years, they got 
out of it because they just didn't find the know-how or skill to do it.

This is a unique, highly unique skill. This is not something you can 
turn on and off. That is one of the reasons OEP has done such a lousy 
job with this. The people down at OEP have the idea "Well, if these 
two guys go, we will call New Departure and turn it on." They tried 
3 or 4 years in the early fifties to turn it on, and they didn't get to it.
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The CHAIRMAN. The reason I asked the question, even the larger 
companies that are making ball bearings are also beginning to 'have 
difficulties with imports of comparable articles from Japan and other 
areas.

Mr. CLEVELAND. This is true, and at one time the entire industry 
applied to OEP. This present petition that the Anti-Friction Bearing 
Manufacturers Association filed, concentrated on the miniature and 
instrument ball bearing segment of the industry because we thought 
this case was so clear cut, so precise, and so readily identifiable, and 
the facts were so sound, that if OEP wouldn't act on this, they would 
not act on anything, and they have not acted.

The CHAIRMAN. Initially were all of the 10 companies in this type 
of production small companies or were some of them some of the 
larger companies ?

Mr. CLEVELAND. Most of them were large companies.
The CHAIRMAN. Most of them were large companies ?
Mr. Schneebeli.
Mr. SCHNEEBELI. What percentage of your total production is for 

the military ?
Mr. CLEVELAND. Seventy to eighty percent.
Mr. SCHNEEBELI. So in this deteriorating position with the military, 

they will practically be out of business ?
Mr. CLEVELAND. Yes.
Mr. SCHNEEBELI. At which time DOD said they would have to have 

an installation of their own to do this ?
Mr. CLEVELAND. Correct.
Mr. SCHNEEBELI. Thank you.
The CHAIRMAN. Have you obtained any communication from the 

Department of Defense dealing with the question of the essentiality 
of these two operations to defense and to security ?

Mr. CLEVELAND. Yes, sir. As I pointed out in my statement, the 
Department of Defense uses these minature instrument bearings——

The CHAIRMAN. I understand that, but have they given you a letter 
that you can put in the record ?

Mr. CLEVELAND. Yes; I will put a letter in the record. This letter 
was addressed to Senator Thomas Mclntyre from New Hampshire. 
The gist of this letter is that the Department of Defense is so terribly 
concerned about this matter that they are going to try to keep these 
companies alive with some management contracts, they have proposed 
some manufacturing technology contract that is going to try to keep 
these people afloat. I will put those letters in the record with your 
permission.

(The letters referred to follow:)
CONGRESS OF THE UNITED STATES,

HOUSE OF REPRESENTATIVES, 
WasMnffton, D.C., June 11,1910. 

HON. WILBUH D. MILLS,
Chairman, House Ways and Means Committee, 
Longworth House Office Building, Washington, D.C.

DEAR MR. CHAIRMAN : During the hearings Wednesday, you asked me for 
some evidence that Defense considered miniature bearings vital. Here is a letter 
addressed to Senator Mclntyre that indicates that they are going to give this 
industry manufacturing technology project contracts.

46-127 O—70—pt. 12———4
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In addition, as I testified, I was told that if the domestic companies go out of 
this field totally, then Defense would feel it necessary to build a plant and keep 
it in operation.

I want to thank you for your courtesy in hearing this sad story. As I stated, 
in my 25 years of public service this has been the most frustrating problem with 
which I have been confrinted. The lack of action by OEP and other Government 
agencies is appalling. 

Sincerely yours,
JAMES C. CLEVELAND. M.C.

ASSISTANT SECRETARY OP DEFENSE,
INSTALLATIONS AND LOGISTICS,

Washington, D.C., April 21,1970. 
Hon. THOMAS J. MC!NTYRE, 
U.8. Senate, 
Washington, D.C.

DEAR SENATOR MC!NTYRE : Reference is made to your letter of 24 March 1970, 
which again expresses your concern for the miniature bearing industry. As you 
know, the Office of Emergency Preparedness review of the bearing industry 
application has not been completed. At this time data has not demonstrated 
that the Defense needs are imperiled by imports. However, our need for mini 
ature bearings indicates that continued surveillance of the industry and of 
imports in this area is necessary. Further, review of the existing production 
techniques and costs indicates that manufacturing technology project contracts 
with U.S. manufacturers would be desirable to both the Government and 
industry. Accordingly, approval to let such contracts has been given the Air 
Force, who will serve as the focal point for the Department of Defense.

During the period of these contracts, which should improve production 
skills, reduce costs, and relieve engineering burden problems, study of the 
bearing industry will continue, with particular emphasis on the quantities 
of imports and their effects upon our domestic capabilities to meet military 
requirements. Should the further surveillance over the next year or so reveal 
that there is a serious import problem, a long range solution to the problem 
should be developed on a national basis through the Office of Emergency 
Preparedness.

Sincerely,
GLENN V. GIBSON, 

Acting Assistant Secretary of Defense
(Installations and Logistics).

The CHAIRMAN-. Are your two companies connected with the Anti 
friction Bearing Manufacturers group ?

Mr. CLEVELAND. They are members of the organization.
The CHAIRMAN. They will testify tomorrow. We will get more 

information from this group. We appreciate very much your informa 
tion. It is very helpful to us.

Mr. CLEVELAND. One thing I would like to point out—Mr. Corman 
is a member of this committee—his Small Business Committee held 
extensive hearings on this 2 years ago. This was the first ray of light 
that we struck in Washington. At that time, these companies predicted 
that they would have to lay off almost 70 percent of their engineering 
capability and about 40 percent of the people employed in this 
activity. At that time we were predicting it. Some thought "we were 
crying wolf," but now it has happened. And OEP still fiddles while 
these guys go out the door and down the drain.

The CHAIRMAN. What percentage of the employees have been laid 
off in that period of time ?

Mr. CLEVELAND. Approximately 60 percent since we first went down 
to see Mr. Corman.

The CHAIRMAN. We appreciate very much your very fine statement.
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Mr. CHAMBERLAIN. Mr. Chairman, could I make one further obser 
vation here. It is in reference to his response to your request for the 
communication as to the importance of this industry.

I would like to observe that I do not feel that another subsidy from 
the Department of Defense to send some other work here to these 
corporations to keep them in business is the adequate answer to this 
problem. It is nothing but a band-aid, and we should go to the 
heart of the problem and cure it.

The CHAIRMAN. We thank you very much, Mr. Cleveland, for com 
ing to the committee with this problem.

(The following letter was received for the record:)
CONGRESS OF THE UNITED STATES,

HOUSE OF REPRESENTATIVES, 
Washington, D.C., June 26,1970. 

Hon. WILBUR MILLS, 
House Ways and Means Committee, 
House of Representa-tvves, 
Washington, D.C.

DEAR MR. CHAIRMAN : In my testimony before your Ways and Means Com 
mittee, I addressed myself entirely to the miniature and precision instrument 
bearings aspects of the situation.

As I stated briefly, I do favor your legislation, and I would like to have my 
enclosed remarks placed in the Record. 

Thank you.
Sincerely yours,

JAMES C. CLEVELAND.

CLEVEAND STATEMENT IN SUPPORT or THE MILLS BILL BEFORE THE 
WAYS AND MEANS COMMITTEE—JUNE, 1970

Mr. CHAIRMAN. As I have emphasized for many years, two major domestic in 
dustries are seriously and increasily endangered by the flood of imported goods: 
the American footwear and textile manufacturers. Both of these vital industries 
are suffering because of the seemingly limitless supply of foreign-made items 
coming into the United States, items produced at a fraction of what they would 
cost if made in America. The unfairness of the competition between American 
and foreign costs, particularly labor, is only too obvious. *

FOOTWEAR

The American footwear industry is in great peril. Imported footwear has con 
tinued to pour into our home markets to undercut domestic production. Many 
American factories have been forced to curtail or even cease production entirely. 
It is wrong for our industries to be required to compete against cheap foreign 
labor on an even scale. I feel that it is crucial that something be done to al 
leviate this unfair situation. Since I came to Congress, I have supported many 
different bills dealing with import restriction and tariff reform, in the hope of 
obtaining relief for the domestic footwear manufacturers.

TEXTILES

The problem of imports has also struck hard at the textile industry. This vital 
part of American industry has seen its very existence threatened in many areas, 
especially in New England. Since coming to Congress eight years ago, I have 
urged government action toward the negotiation of voluntary agreements on 
limiting textile imports, and the Administration has commendably made efforts 
in this direction.

Unfortunately, the urgent need for action to aid both the footwear and textile 
industries was not widely enough recognized until last year. At long last indus 
try, labor and a large number of congressmen have united on this issue; I hope 
it isn't too late.

I am pleased to note that many of my colleagues, especially Mr. Mills, the 
distinguished Chairman of this Committee, have fully recognized the urgency of
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the import situation. The Mills Bill, H.R. 16920, of which I am a co-sponsor, has 
been introduced to help solve this problem. I wholeheartedly support its objec 
tives and urge action by this Committee.

VOLUNTARY QUOTAS WON'T WORK

While I have supported the efforts that the government has made in the past 
sixteen months to reach agreements with foreign nations on restraining textile 
and shoe imports, I regret that the resistance of the Japanese in particular has 
made such agreements impossible. I believe that the provision of the Mills Bill 
that sets a mandatory limit on imports is necessary, and I am hopeful that such 
a limitation will be very helpful to the textile and footwear manufacturers in 
America. Although such restrictions must be set unilaterally at this time, I am 
hopeful that foreign nations will take advantage of the clause that still permits 
voluntary agreements. I feel that this path must remain open.

CLEVELAND PLAN

My own proposals to deal with the rising tide of shoe imports center around 
the reform of our tariff policy toward the individual nations that export to 
America. I first suggested this in my annual report for 1964 which was printed in 
the Congressional Record. Under my program, tariff rates would be set for each 
country according to that country's wage scales, working conditions and the 
degree of government subsidy, if any, to the industry involved. In such a system, 
a shoe from Hong Kong, for example, would face higher tariff rates than a shoe 
from West Germany, where wages and costs are higher. With such a sliding scale, 
competition between domestic and foreign footwear would be much fairer. Its 
fair trade I want; "free trade" as it operates today is not fair.

As our tariff system stands now, the country that improves its standards of liv 
ing is penalized, since a European import is treated just like an Asian import 
with the varying living standards and costs not considered. If my tariff changes 
were put into effect, the countries that had raised their standards would be fav 
ored. In addition, other nations would be encouraged to raise their wage scales 
and better their conditions since the tariff would favor such action. In this way 
everyone could benefit in the long run.

Though I personally prefer my alternative approach, I gladly support the 
Mills Bill. It is a long, overdue and much-needed step in the right direction.

The CHAIRMAN. Our next witnesses are Mr. Turchan, Mr. Bernard, 
Mr. Egge, and Mr. Davies. If one of you, who is to be the spokesmen, 
will identify himself and the others for the record, we will be glad to 
recognize you.

STATEMENT OF THOMAS P. TURCHAN, PRESIDENT, SYNTHETIC 
ORGANIC CHEMICAL MANUFACTURERS ASSOCIATION; ACCOM 
PANIED BY ROBERT C. BARNARD, COUNSEL; GEORGE V. EGGE, 
JR.; RICHARD DAVIES, CONSULTING ECONOMIST; AND FRED BIS- 
SLNGER, SENIOR VICE PRESIDENT

Mr. TURCHAN. Mr. Chairman and members of the committee: My 
name is Thomas P. Turchan. I am vice president of American Cyana- 
mid Co. I am appearing here today as president of the Synthetic 
Organic Chemical Manufacturers Association, usually abbreviated as 
SOCMA.

I am accompanied by Mr. Fred Bissinger, president of Allied
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Chemical Corp. and senior vice president of SOCMA; by our counsel, 
Mr. Robert C. Barnard and his associate, Mr. George Egge; and Dr. 
Richard Davies, president of Klein & Saks, consulting economists.

The CHAIRMAN. We appreciate having all of you with us. You 
are recognized, sir.

Mr. TURCHAN. Thank you very much, sir.
I will describe our industry and summarize our position.

SOCMA POSITION
We appreciate the opportunity you have afforded us to appear here 

this morning to present the reasons why the domestic benzenoid chemi 
cal industry opposes title IV of H.R. 14870, which provides for 
implementation of the so-called "separate package" agreement on 
benzenoid chemicals.

SOCMA and its 83 member companies are vitally affected by the 
"separate package" agreement presently before this committee. Our 
members manufacture over 80 percent of the benzenoid chemicals 
produced in this country. These include benzenoid intermediates, 
which are used to make finished products and such finished products 
as dyes, pigments, pesticides, plastic materials, photographic chemi 
cals, medicinals, pharmaceuticals and flavor and perfume materials.

Our industry produces over 4,000 benzenoid chemicals. Total an 
nual sales and capital investment each exceed $4 billion. Over 115,000 
persons are employed in the production and sale of benzenoid chemi 
cals and the total payroll attributable to benzenoid products exceeds 
$700 million a year.

CHEMICAL INDUSTRY AND INTERNATIONAL TRADE

The chemical industry is very much involved in international trade 
and investment. It is truly an international industry. The chemical 
industry balance of trade in 1969 was a favorable $2.1 billion, substan 
tially higher than the U.S. balance of trade of $1.4 billion. Without 
the chemical trade surplus the United States would have had a trade 
deficit of about $1 billion in 1968 and 1969. These figures I have 
just quoted are on the gross basis and include U.S. Government- 
financed exports.

This is indeed a most favorable record and quite frankly one of 
which the industry is proud. Nevertheless, because the United States is 
a high-cost country compared to foreign producers and because, we 
have been badly outbargained and outmaneuvered in trade matters, we 
find ourselves in an increasingly disadvantageous competitive position 
both abroad and at home.

The June 8 issue of International Commerce discloses some sobering 
data on our position which we have plotted graphically on the chart 
before you.

(The chart referred to follows:)
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U.S. SHARE OF WORLD EXPORTS
30%

ALL MANUFACTURES

SO 1961 1962 1963 1964 1965 1966 1967 1968 1969
Source: International Commerce, June 8,1970, U.S. Department ol Commerce.
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Mr. TURCHAN. Our competitive position in world trade has already 
declined markedly. The Department of Commerce reports that the 
U.S. share of world chemical exports has declined from 29.6 percent in 
1960 to 21.9 percent in 1969. This is almost three times the amount of 
the decline in the U.S. share of world exports of all manufactures. 
Just as significant is the fact that in 1969 the U.S. share of world 
chemical exports fell below the U.S. share of world exports of all 
manufactures for the first time.

At home, U.S. chemical imports have increased at a rate of almost 
15 percent a year since 1961—more than twice the rate of chemical 
exports. In the past 2 years chemical imports increased over 27 percent 
and our favorable chemical trade balance began to decline. In the 
benzenoid sector, where ASP valuation is applicable, the rise in im 
ports has been even greater. In the past 2 years alone, benzenoid im 
ports have increased approximately 50 percent.

We take a look at these facts and we don't like what we see. We see a 
substantial cost disadvantage for U.S. chemical production not unlike 
that which exists in the steel industry. We have seen the way in which 
these fundamental disadvantages have caused the steel industry to 
move very rapidly from trade surplus to a disastrous trade deficit in 
a period of less than a decade. We look at the rapidly increasing chemi 
cal capacity abroad, with technology every bit as good as our own, 
and we know the kind of foreign competition that is in store for us.

I want to make clear that I am not suggesting that the domestic 
chemical industry is inefficient or noncompetitive. On the contrary, 
we are an efficient, competitive-minded industry. Given anywhere near 
equivalent conditions, we can compete favorably with any chemical 
industry in the world. We have demonstrated this time and time again 
in the performance of our foreign subsidiaries.

However, no matter how efficient and competitive the U.S. chemi 
cal industry may be, it can no longer compete favorable with imports 
having the benefit of lower raw material costs and of labor costs from 
one-half to one-fifth of our own. This competitive disadvantage is 
still further increased by the additional advantages which our foreign 
competitors realize from export rebates, rationalization of production 
and other such devices. Unless chemical tariffs are maintained at a suf 
ficient level to offset these substantial disadvantages, large portions of 
the U.S. chemical industry are going to continue to lose their share of 
the domestic market.

In view of the rapid decline in its share of world chemical exports, 
our industry has already been forced to invest in lower cost facilities 
abroad in order to attempt to maintain its position in foreign markets. 
According to t)he statistics submitted by Ambassador Gilbert in 1961 
$1 out of every $7 in new capital investment in our industry was spent 
abroad. By 1970 it was almost $1 in every $3.

Faced with increasing competition from low-cost imports and the 
50-percent Kennedy round reduction, chemical companies are being 
forced to consider supplying at least part of the U.S. market from 
low-cost plants abroad in order to be able to compete with imports. 
The extent to Which this will 'be necessary in order to remain com 
petitive in the domestic market will depend in large part upon the 
decisions made by this committee with respect to the substantial addi-
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tional tariff cuts which would be required by the Separate Package 
Agreement.

It is with this as background that I would like to turn now to the 
deals negotiated on chemicals in Geneva. We are, of course, all con 
cerned about the rapid deterioration of the U.S. trade and payments 
balances. The U.S. trade surplus was less than $1.4 billion in 1969. If 
you exclude the exports we give away—AID and Public Law 480 ship 
ments—we had a commercial trade deficit of over $1 billion, and if you 
value imports on a c.i.f. basis as most other countries do, that deficit 
is increased to over $3 billion. At the same time our balance of pay 
ments on the liquidity basis fell last year to a record deficit of $7 billion.

An important factor in this decline, if not the most important fac 
tor, has been the failure of this country to obtain reciprocity in its 
trade negotiations with other countries. Our failure to obtain rec 
iprocity in past negotiations has been repeatedly recognized by the 
members of this committee over the past 3 weeks of these hearings. 
However, nowhere has the failure to obtain reciprocity been more 
obvious than in the deals negotiated on chemicals in Geneva in 196T.

At a time when our European trading partners were increasing 
their variable levies on hundreds of millions of dollars of U.S. agri 
cultural exports and preparing to increase their border taxes on bil 
lions of dollars of other U.S. exports, they insisted that we eliminate 
American selling price (ASP) valuation on benzenoid chemicals and 
agree to tariff reductions in excess of 50 percent. Our negotiators suc 
cumbed to European pressure and agreed to two patently unreciprocal 
deals.

In the first deal our negotiators agreed to a 50-percent reduction 
in U.S. chemical tariffs in return for a 20-percent chemical tariff re 
duction by the Europeans. There is absolutely no justification for this 
unreciprocal 50-20 deal. The key issue in determining reciprocity can 
only be the effect on future trade.

With the higher production costs prevailing in this country, it 
would have taken a higher cut in foreign tariffs to generate an equiva 
lent export increase and not the other way around. Even when judged 
by our trade negotiators' own inadequate standard of equal per 
centage reductions by both sides (rather than the trade effect of the 
cut), the 50-20 percent deal gave away a 30-percent reduction in U.S. 
chemical tariffs.

The negotiators then entered into a second agreement, the so-called 
"separate package" agreement presently before this committee. Al 
though they had no authority under the Trade Expansion Act to 
negotiate the elimination of ASP valuation or to reduce chemical 
tariffs by more than 50 percent, our negotiators agreed to do both. 
The separate package provides for the elimination of ASP valuation 
and additional tariff reductions on literally hundreds of benzenoid 
chemicals in excess of the 50-percent authorized by Congress. In ex 
change, our European trading partners very magnanimously agreed 
to return to us the remaining 30-percent reduction in their chemical 
tariff reductions which we had already bought and paid for in the 
Kennedy round.

We think it is clear that these deals were not only unreciprocal, 
but they were negotiated in such a way as to attempt to coerce the
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Congress and our industry into agreeing to the separate package. The 
50-percent tariff reducing authority was grossly abused when we 
failed to obtain at least a 50-percent reduction in return.

Someone evidently felt that if presented with the 50-20 percent 
fait accompli, the Congress and our industry would acquiesce to the 
elimination of ASP and the additional tariff reductions in order to 
get the other 30-percent reduction abroad. But unfortunately their 
knowledge of economies has proven to be as bad as their negotiating 
ability.

Mr. Chairman, we have had to face up to the 50-20 percent deal as a 
fait accompli in determining our position on the separate package. We 
have carefully studied this supplemental agreement and the effect it 
would have upon our industry. There is not the slightest doubt that 
the elimination of ASP and the substantial tariff reductions in excess 
of 50 percent provided for in this agreement will cause a significant 
increase in chemical imports, which will not begin to be offset by any 
additional chemical exports which may result from the 30-percent tariff 
reductions.

Faced with strong opposition from the industry and workers which 
they claim it would benefit, our trade negotiators have all but aban 
doned efforts to claim the beneficial trade effects for the separate 
package. Despite repeated requests from our industry, labor unions and 
the Congress, they have continued in their refusal to release the Tariff 
Commission's findings and conclusions as to the probable economic 
effect of this deal upon our industry and its workers.

Unable to demonstrate reciprocity, our trade officials are now urging 
elimination of ASP because of its great symbolic importance to our 
trading partners, and in order to get the Europeans to believe "the 
United States is really interested in negotiating the reduction of 
nontariff barriers."

I can assure our trade officials that ASP valuation is of more than 
great symbolic significance to our industry and its over 115,000 workers. 
Moreover, I am sure that these officials and our trading partners are 
well aware that Europe's variable levy, border taxes, and export 
rebates are of much more than symbolic importance to our farmers 
and our manufacturing industries.

It is important that we obtain a meaningful reduction in these 
significant foreign nontariff barriers. However, we find it difficult 
to believe that any thing meaningful can be accomplished if we com 
mence negotiations by giving away the principal item of interest 
to our trading partners simply in order to get them to agree to sit 
down and talk with us. The United States clearly has little to gain and 
much to lose if negotiations are conducted on such a basis.

This country can no longer afford these kinds of one-sided bargains. 
The separate package agreement that this committee has before it today 
is a prime example of what happens when our trade officials attempt to 
negotiate nontariff barriers on an ad referendum basis: It demonstrates 
a need for the Congress to reassert its authority over negotiations in 
this important area. We simply can no longer afford unreciprocal 
deals like those that were negotiated on chemical in Geneva.

Mr. Chairman, congressional approval of the "separate package" 
would severely compound the serious adverse economic effect which
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the drastic 50-percent Kennedy round reduction has already had upon 
our industry. After just the first two 10-percent Kennedy round cuts 
on January 1, 1968, and January 1, 1969, benzenoid chemical imports 
have already risen 50 percent in just 2 years—and this is just the 
beginning. Our members have already been forced to drop literally 
hundreds of benzenoid chemicals from their products lines.

We are going to be hurt badly by the imports which will result from 
the remaining 30 percent of the 50-percent cut. If the "separate pack 
age" is approved, most benzenoid chemicals produced in this country 
will have their remaining tariff reduced by an additional 20 to 40 
percent—that is a reduction considerably in excess of the 50-percent 
limit of reductions imposed by the Congress in the Trade Expansion 
Act. We will then end up with the same kind of import problem which 
the steel, textile, shoe, and electronic industries are now experiencing.

The rapid rise in imports will force plants to close.
Workers will be laid off.
Smaller companies will fold or become distributors for imports.
The bigger companies will increasingly be forced to seek out low-cost 

production facilities abroad in order to be able to compete with imports 
in the U.S. market.

The decline in the chemical industry's trade balance, which has 
already begun, will be accelerated and will further decrease our 
Nation's already precarious balance-of-trade position.

Our industry and its workers strongly urge this committee to reject 
the "separate package" agreement and to begin in earnest further 
action that will provide true reciprocity and equality for the United 
States in trade matters.

This agreement is opposed by our industry associations and the 
principal national unions which represent our workers. The issue 
presented to this committee by the "separate package" is not an issue of 
free trade versus protectionism. The "separate package" poses the issue 
of whether we can afford to make trade concessions without reciprocity, 
whether we can afford to liberalize trade when our trading partners 
are doing just the opposite. We believe that the answer to both of these 
questions is clearly no, therefore the "separate package" should be 
rejected.

I appreciate the opportunity which you have accorded me to appear 
before you today. I would like to call upon Mr. Barnard to present to 
the committee the facts upon which our appraisal is based.

Thank you very much, sir.
The CHAIRMAN. Without opening the matter up to questions until 

we hear Mr. Barnard, Mr. Watts has a comment he would like to make.
Mr. WATTS. Kegrettably I have a commitment in my office that I 

have to fulfill. I want to compliment you on your fine statement. I do 
not think we have been outtraded. I don't think we have been doing 
any trading. I think we have been giving everything away and getting 
nothing back.

As far as the "separate package" is concerned, I can speak only for 
myself, but it is another giveaway. If every other country in the world 
has a gimmick, surely to goodness we ought to be able to retain the 
American selling price. It has been the means by which your industry 
has not only been able to survive, but has shown a profit and has done a 
good job in the export market.
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I regret I have to leave at this time, but it can't be helped.
Mr. TURCHAN. Thank you very much, Congressman.
The CHAIRMAN. Mr. Barnard, you are recognized. <

STATEMENT OF EGBERT C. BARNARD, ON BEHALF OF DRY COLOR 
MANUFACTURERS ASSOCIATION; AND FRED BISSINGER, SENIOR 
VICE PRESIDENT, SYNTHETIC ORGANIC CHEMICAL MANUFAC 
TURERS ASSOCIATION

Mr. BARNARD. Thank you very much, sir.
My name is Eobert C. Barnard. I am appearing today as counsel 

for both SOCMA and the Manufacturers Association. The committee 
requested that the statements be consolidated so I am making a state 
ment for both associations, the Dry Color Manufacturers Association 
and the Synthetic Organic Chemical Manufacturers Association.

With the committee's permission, I would like to submit for the 
record a list of the members of both SOCMA and DCMA.

(The lists appear as exhibits 1 and 2 at the end of Mr. Barnard's 
statement.)

Mr. BARNARD. Mr. Chairman, as the committee may remember, we 
appeared before you on this same issue in June of 1968. At that time, 
we submitted a detailed brief in which we documented lack of 
reciprocity in the deals negotiated on chemicals in Geneva. We also 
pointed out the serious adverse effect which the separate package 
agreement would have on the benzenoid chemical industry.

I would like at this time to submit a copy of that brief for the record.
An analysis of the deals negotiated and their actual effect upon the 

applicable duties involves a change in the basis of valuation and 
therefore is rather complicated. While we will not go into all the 
details, I can assure you that our conclusions are very thoroughly 
documented in the brief.

The CHAIRMAN. I think it might be well for it to appear in this 
record as well at the conclusion of your remarks.

Mr. BARNARD. Thank you.
(The brief appears as exhibit 3 at the end of Mr. Barnard's 

statement.)
RECIPROCITY——THE KEY ISSUE

The issue presented by the separate package agreement is an ex 
tremely important one, not only for our industry and its workers, but 
for all who have a stake in the future course of U.S. trade policy.

As Mr. Turchan said, it presents the issue of whether we can afford 
to make trade concessions without reciprocity; whether we can afford 
to liberalize trade when our trading partners are doing just the oppo 
site ; whether we can afford unreciprocal concessions because our trad 
ing partners consider them to be of "great symbolic importance". And, 
finally, whether the Congress, which has consistently made reciprocity 
the sine qua non for U.S. tariff concessions, will now abandon this 
important keystone of our foreign trade policy by approving the 
"separate package" agreement.

The rapid deterioration of our balance of trade and the increasing 
important problems being faced by a wide range of important domes-
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tic industries provide ample evidence of the failure of this country to 
obtain reciprocity in its trade relations with other countries. 

Just last January, you, Mr. Chairman, noted that:
Somewhere along the line we seemed to have dropped the word reciprocal 

in describing the trade agreements program. The approach that has been taken 
in dealing with some of the foreign trade problems of our domestic industries in 
recent years has led me to believe that we sometimes forget the need for adher 
ing to the idea of reciprocity.

While I don't know whether you were necessarily thinking of the 
"separate package" when you said that, Mr. Chairman, I can assure 
you that the package certainly is a prime example of what you were 
talking about.

The ASP—"separate package" issue does have considerable symbolic 
importance for U.S. trade policy; but not the kind our negotiators 
claim. The late Senator Dirksen was quite prophetic in pointing out the 
symbolism a couple of months before the negotiations were concluded, 
when he stated:

I am concerned by all of these factors that indicate that we are not going 
to be able to obtain reciprocal concessions out of the Common Market in these 
negotiations. But our failure to stand up to the Europeans on this ASP issue 
simply goes one step too far. It is fast becoming the symbol of the extent to which 
we are allowing ourselves to be out-bargained in these negotiations.

While this is not the only instance in which a U.S. industry has been 
deprived of the reciprocity which Congress has insisted upon in trade 
legislation, it is the only instance in which the Congress will have the 
opportunity to pass upon the unreciprocal trade deals which have been 
made by our negotiators.

Our failure to receive reciprocity in other areas has been made pur 
suant to authority delegated by the Congress but in this case our 
negotiators had no authority either to negotiate the elimination of ASP 
or to agree to further tariff reductions in excess of 50 percent. That is 
why we are here today.

Industry and labor will be watching to see whether reciprocity is 
reestablished as a cornerstone of U.S. trade policy and whether, in the 
light of our failure to obtain reciprocity in the past, the Congress will 
strongly reassert its authority over trade policy.

AD REFERENDtTM NEGOTIATIONS

Moreover, this issue is particularly timely in view of the admin 
istration's request for carte blanche authority to negotiate with respect 
to nontariff barriers on an ad referendum basis. The "separate package" 
agreement involves ASP valuation, an alleged nontariff barrier, and 
it is being presented to the Congress on an ad referendum basis. It is 
the product of the kind of procedure our negotiators are urging Con 
gress to approve for future nontariff barrier negotiations.

It is important to note that according to the U.S. negotiators ASP 
valuation was a major issue "from the beginning of the Kennedy 
round." There wasn't the slightest doubt about the concession the for 
eigners were asking our negotiators to make and our negotiators have 
admitted that under the Trade Expansion Act they had no authority 
to negotiate either ASP or tariff reductions in excess of 50 percent,

During the 5 years of negotiations, the executive branch had ample
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time to come to the Congress and seek authority to negotiate with 
respect to ASP valuation. The Congress could have accepted or rejected 
the idea or set limits within which such an agreement could have been 
negotiated or require that our trading partners make concessions with 
respect to border taxes or variable levies. This was not done, probably 
because our negotiators did not think they could obtain congressional 
approval or that it would be on terms which they did not believe satis 
factory to them. Instead, they went ahead and made an agreement sub 
ject to subsequent approval by the Congress in the hope of forcing the 
agreement on the Congress after the fact.

We believe the unreciprocal "separate package" agreement demon 
strates the importance of the Congress requiring our negotiators to 
seek authority from Congress in advance, spelling out what they intend 
to give in relation, to what they intend to get, in order that the Con 
gress may set limits on any such negotiations before they commence.

The "separate package" agreement and the Canadian Auto Parts 
Agreement are salient examples of the sad experience which this coun 
try has had when the executive has negotiated agreements without care 
ful advance scrutiny by the Congress.

We believe it is important to obtain the prompt removal of foreign 
nontariff barriers such as border taxes, export rebates and variable 
levies, but the "separate package" agreement is ample evidence of the 
need for careful congressional control over U.S. trade policy.

ASP AND THE SEPARATE PACKAGE

I would like to turn now to the ASP "separate package" agreement 
and the facts and reasons why we so vigorously oppose it. It is im 
portant to clarify at the outset that "ASP" and the "separate package" 
agreement are not synonymous. While the "separate package" agree 
ment does provide for the elimination of ASP valuation, it also pro 
vides for considerably more—it provides for tariff reductions grossly 
in excess of the 50 percent reduction authorized in the Trade Expan 
sion Act.

What is ASP? Our negotiators and our foreign trading partners 
have attempted—and to some extent succeeded—in making a shibboleth 
of ASP. ASP or asp—it almost sounds nasty.

They have done everything but call forth the old Biblical admoni 
tion concerning "the viper and the asp." Since it has been much 
maligned, I would like to tell you a few things about ASP valuation 
and why the criticism is unjustified.

Under ASP valuation, the duty paid is based on the wholesale price 
of the comparable domestic product rather than the price of imported 
goods as in the case of foreign export value (f.o.b.), more commonly 
used by the United States, or Brussels (C.I.F.) valuation, more com 
monly used by our principal trading partners. If there is no compar 
able domestic product, ASP valuation does not apply. The principal 
difference between ASP and these other methods is that the duty is 
tied to the prices and the costs in this country rather than those abroad.

It is a most-favored-nation tariff in that the same amount of duty is 
paid irrespective of where the product comes from. Unlike foreign 
export value, it doesn't discriminate in providing low wage countries
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with a tariff advantage on top of the cost advantage they already enjoy. 
Unlike Brussels valuation, which is based on the value of the goods, in 
cluding insurance and freight, ASP does not discriminate against a 
country that is farther away or which has to pay discriminatory 
freight rates.

We believe that the American selling price valuation should be 
judged on its merits as a method of valuation, and not condemned 
merely because it is different. Judged by objective standards, it is not 
only an excellent method of valuation but a much better method than 
either export or Brussels valuation. It is more certain, more readily 
ascertainable by all concerned, less subject to manipulation, and more 
consistent with the purpose of the tariff in offsetting differences in 
production costs here and abroad.

I would like at this time to submit for the record a memorandum 
which compares ASP and other methods of valuation based on ob 
jective standards and answers the criticisms which have been made of 
ASP valuation.

(The memorandum appears as exhibit 4 at the end of Mr. Barnard's 
statement.)

Mr. BARNARD. I would also note that we have responded to criticisms 
to ASP made by our trade negotiators and importers. While we have 
yet to be shown any concrete examples in support of their criticism, 
we have pointed out that these criticisms related to customs procedure 
and could be easily cured by appropriate amendments to our customs 
regulations. Our offers to support such procedural change to the extent 
that they are, in fact, causing any problem date from as far back as 
1965 and to as recently as last year. In the 1968 hearings, we submitted 
for the record our earlier proposals to the Office of the Special Repre 
sentative for Trade Negotiations and Customs for improving ASP 
valuation procedure.

To bring the record up to date, I would like to submit for the record 
a copy of the Memorandum Regarding Improvement in the Admin 
istration of the American Selling Price Valuation which SOCMA 
submitted to the Office of the Special Representative for Trade Nego 
tiations in July 1969. We have received no response to that proposal.

(The memorandum appears as exhibit 5 at the end of Mr. Barnard's 
statement.)

Mr. BARNARD. Finally, perhaps the biggest "red herring" that has 
been raised about ASP is the allegation that by raising its prices 
domestic producers can raise the amount of duty paid by imports and 
thereby obtain a competitive advantage. A price raise would not make 
domestic producers more competitive with imports. Indeed, just the 
reverse is true. Thus, with an ASP duty of 20 percent (the highest 
post-Kennedy round rate), a domestic producer would become eight- 
tenths of a cent less competitive with imports for every cent he raised 
his price.

REASONS FOR ASP FOR BENZENOIDS

The reasons for the adoption of ASP valuation with respect to 
benzenoid chemicals is as valid today as it was when it was first 
adopted. In 1922, this committee reported a bill which would have 
established American selling price for all imports as a means of elimi-
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nating "fraudulent undervaluation, a long continued practice" and as 
a means of collecting the same amount of duty on similar articles, 
''regardless of variations in foreign market values and fluctuations in 
currency". (House Committee on Ways and Means, General Tariff 
Eevision, H. Kept. 248, part I, 67 Oong., first sess. 21 (1921).)

The Senate subsequently limited ASP valuation to benzenoid chem 
icals and to the flexible tariff provision where "foreign valuation 
proves to be an uncertain basis for levying of ad valorem duties." 
(Senate Committee on Finance, Tariff Bills, S. Rep. No. 595, Part I, 
67Cong. 2d Sess. 3 (1922).)

The committee reports and debates in 1922 and 1932 demonstrate 
that because of the operations of the European dye cartel, the Con 
gress was particularly aware that foreign prices provided a very 
uncertain basis for valuation for benzenoid chemicals. Senator Goff 
pointed out:

Under foreign valuation the European dye cartel can make a selective attack 
on American coal tar chemical industry and eventually drive American manu 
facturers out of business. The cartel can fix the foreign valuation of any group 
of dyes so low that the American manufacturer will be unable to compete, 
regardless of how high the rates of duty may be. 71 Cong. Rec. 30-11 (February 4, 
1930).

The uncertainty as to foreign prices is still with us today. In con 
nection with the Tariff Commission's hearing which was to establish 
converted rates, the Department of Commerce tried in vain from our 
Embassies abroad to obtain foreign chemical prices. The Embassies 
uniformly reported that such prices were simply unavailable. As you 
will recall, we submitted copies of these Foreign Service dispatches 
for the record in 1968.

Moreover, after all these many years, the European chemical cartel is 
still with us, and Japan not only does not prohibit, but actually re 
quires, its chemical producers to rationalize production and divide 
markets. Just last August, the EEC Commission had to fine our prin 
cipal European competitors for fixing prices on dyes.

I would like to submit a copy of the EEC Commission's decision 
for the record. As you will recall we also submitted several articles 
concerning the rationalization of production in Japan in 1968.

(The decision referred to appears as exhibit 6 at the end of Mr. 
Barnard's statement.)

Mr. BARNARD. We believe it clear that there is nothing wrong with 
American selling price valuation; its only sin is that it is different. 
The same reasons which motivated the Congress to adopt ASP valua 
tion for benzenoid chemicals are as valid today as they were then.

Because it was different, ASP became a great negotiating ploy for 
our foreign trade partners. They took ASP valuation, which affects 
less than 5 percent of our chemical imports and less than 0.2 of 1 percent 
of total U.S. imports, and blew it into the biggest issue of the Kennedy 
round. They ignored our demands for meaningful concessions on agri 
cultural products; they extended the application of their variable 
levies to over $600 million in U.S. agricultural exports; and they pro 
ceeded with plans to increase their border taxes and export rebates 
which affect literally billions of dollars of U.S. exports. Yet, they 
insisted that we agree to eliminate ASP valuation and reduce chemical
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tariffs in excess of the 50 percent authorized by the Congress. The result 
was the "separate package."

I should like to review for you how the separate package came 
to be negotiated.
Lack of authority

The Trade Expansion Act approved by this committee in 1962 
provided our trade negotiators with the broadest grant of tariff- 
reducing authority in history, but it did not provide any authority to 
negotiate the change in American selling price valuation or to reduce 
tariffs in excess of 50 percent.

In 1966, when our negotiators began to negotiate away American 
selling price valuation, the Senate passed Senate Concurrent Resolu 
tion 100, reminding them that tariff making was a congressional func 
tion and that they were not to negotiate with respect to ASP valuation 
without obtaining the necessary authority from Congress in advance.. 
Nevertheless, the negotiators chose to disregard the wishes of the 
Senate.
Promises made

In an apparent attempt to justify their disregard to the Senate's 
views, our negotiators repeatedly promised that any agreement on 
ASP would be "a separate self-contained and self-balancing agreement 
which the Congress will be free to consider on its merits without con 
straint." (Hearings before the Senate Finance Committee on trade 
policies and the Kennedy round, Mar. 10,1967, p. 35.)

Moreover, this separate agreement was to be reciprocal and sup 
ported by independent consideration of our industry. (Speech by 
General Counsel of the Office of Special Representative for Trade 
Negotiations, Nov. 10,1966.)

They also went to great lengths to emphasize that the separate pack 
age was not to, and I quote, 'be connected with large areas of tariff 
cuts within the Kennedy round. Because then it would be a fait 
accompli, and then we would be holding a gun at the head of Congress, 
in effect saying, 'if you don't do this, you would endanger this great 
negotiation.'" (Hearings before the Senate Finance Committee on 
trade policies and the Kennedy round, Mar. 10,1967, p. 32.)
Promises broken

Yet, in the end our negotiators were more concerned with the views 
of the Europeans than with those of the Congress or our industry. 
The EEC continued to insist that they were unwilling to make any 
concessions for ASP.

It was necessary, therefore, to put together a deal which would 
involve no extra consideration by the Europeans and yet at the same 
time have the appearance of the separate package that had been 
promised. This was done by negotiating a patently unreciprocal 50-20 
percent deal on chemicals in the Kennedy round, which permitted the 
Europeans to "load" the separate package with the remaining 30 per 
cent they owed us for our Kennedy round chemical tariff reductions.
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Here I believe it important to note once it became public that an 
unreciprocal 50-20 percent Kennedy round deal was being considered 
with a view to the balance of the European cuts being contingent upon 
the elimination of ASP, a number of members of this committee sent 
cables to our chief negotiator in Geneva urging against such an 
inequitable deal. Needless to say, these views were completely 
disregarded.

In the end, our negotiators did precisely the opposite of what they 
had promised—they negotiated a deal which is neither "separate, self- 
contained [nor] self-balancing." The "package" is not "separate"—it 
is inextricably and purposefully tied to the chemical negotiations in 
the Kennedy round. It is not supported by independent consideration 
worthy of mention. Since the separate package is tied to one of the 
large areas of tariff cuts within the Kennedy round—cuts made in 
the chemical sector—they have adopted a gun-to-the-head approach 
by presenting the Congress and this industry with a fait accompli. We 
are presented with a real Hobson's choice—the separate package or the 
50-20 percent deal—both of which are unreciprocal and injurious. 
Either way, these heads-they-win, tails-we-lose deals will harm our 
chemical industry and benefit theirs for many years to come.

"BALANCED DEAL" RATIONALIZATION

Obviously, in order to be able to categorize the "separate package" 
as "separate," our negotiators are now forced to contend that they 
obtained a "balanced deal" on chemicals in the Kennedy round and 
in the "separate package," and indeed that the United States came out 
far ahead. To dp this, the negotiators discarded the linear reduction 
theory upon which the Kennedy round was premised, and developed 
a new theory in an attempt to justify having given a 50 percent cut 
in return for a 20 percent cut.

Their "balanced deal" theory is basically that because the value of 
our chemical exports is almost three times as high as our imports, we 
actually come out ahead when the percent of reduction is weighed 
by the volume of trade. We cut our tariffs by more than twice as much 
as the Europeans, but this is outweighed by the fact that their cuts 
applied to almost three times as much trade.

The logical extension of this contrived theory is that in return for a 
33 percent by them, we should have cut our chemical tariffs by 100 
percent and that in return for the 50 percent cut they ultimately made 
under the "separate package," we should have cut our tariffs by 150 
percent; that is, we should have agreed to pay to them 50 percent of 
our existing tariff whenever we import chemicals from them.

This unique theory seems to have been invented for, and to apply to, 
our chemical deal with the European Economic Community and the 
United Kingdom. It does not appear to have been applied across the 
board to other product areas in which we import considerably more 
than we export. Indeed, it was not even applied on a most-favored- 
nation basis within the chemical sector. Only the EEC and the UK 
got a 5CM20 percent deal. Other chemical trading partners, such as 
Japan, with similar trade balances, paid 50 percent for our 50 percent 
cut.

Our trade negotiators' "balanced deal" theory in no way takes into
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account the key issue in determining reciprocity, which is the effect 
which tariff cuts will have upon future trade. While the Government 
speaks of a "fair and balanced exchange of trade opportunities," it has 
presented no meaningful studies as to what the future trade effect 
would be.

It is in fact erroneous for the Government to portray what was nego 
tiated on chemicals in Geneva as two separate deals. As Congressman 
Byrnes pointed out, they were in fact negotiated simultaneously. But 
even this does not go far enough—they were not even two deals 
negotiated simultaneously.

What was done is well documented in the recent book, "Traders and 
Diplomats," by one of the U.S. negotiators in Geneva, Mr. Ernest H. 
Preeg. The United States and the Europeans first decided where they 
wanted to end up with respect to total overall chemical tariffs reduc 
tions. The issue then was what became known as "decoupage" or cut 
ting apart, namely, which part of the European concessions were to 
be contingent upon the elimination of ASP and which were not. Thus, 
in fact, no separate and distinct Kennedy round and "separate pack 
age" deals were negotiated—not even simultaneously. The only things 
that were negotiated were how much the overall cuts were to be and 
how much of the European cut was to be contingent upon the 
elimination of ASP.
lUusory European tariff reductions

As if an unconditional 50-20 percent deal was not bad enough, it 
really turned out to be a 50-0 percent deal with respect to most of our 
chemical trade with the European Economic Community countries.

The following table released by the European Economic Commis 
sion (CCH Common Market Reporteri volume II, section 9227 (April 
1968); from data released by the European Economic Commission) 
demonstrates that, as a result of internal adjustments being made 
within the Common Market, the duty paid on our chemical exports in 
four of the six Common Market countries Avould actually be higher 
after they made their 20 percent cut than it was before.

(The table referred to follows:)

Current tariff rates in percent Common external tariff

Sectors France Italy Benelux Germany Now 20 percent Jan. 1,1972
cut'

14.0
14.4

14.5
U O

10.3
11.2

11.5
11.0

13.7
17 o

11.7
10.7

27.1
7.5

' The heading "20 percent cut" is misleading. The reduction from the common external tariff (13.7 to 11.7 percent) is 
only a 14.6 percent reduction. The French and Italian reductions are 16.4 and 19.3 percent respectively, and, as stated 
above, the German and Benelux tariffs actually rise by 1.7 and 13.6 percent respectively.

'The Jan. 1,1972, rate for chemicals assumes implementation of the "separate package."

Mr. BARNARD. This table shows that the average German, Belgian, 
Netherland and Luxembourg chemical tariffs applicable to chemical 
imports are actually higher after the 20 percent cut than before. This 
is particularly significant when you consider that Germany and the 
Benelux countries account for over 70 percent of U.S. chemical exports 
to the European Economic Community and about half of our chemi 
cal exports to Europe. Where is the reciprocity when we reduce our
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chemical tariffs 50 percent in return for foreign tariff "concessions" 
which actually result in a rise in the duties applicable to our chemical 
exports.
Border tax increases

As if all of this were not enough, where we did get tariff cuts out 
of the Europeans, nontariff barriers were promptly erected in their 
place. This has been acknowledged by even the most avid of "free 
traders". Even Mr. Arthur Watson, formerly head of IBM World 
Trade Corp. and the Emergency Committee for American Trade 
(ECAT) and now U.S. Ambassador to France, has recently stated:

We got tariff cuts only to see ingenious non-tariff barriers erected in their 
place. The mind boggles at the range and resourcefulness of the barriers. We've 
seen new import quotas—voluntary, so-called, and involuntary—we have seen 
import licensing, subsidiaries, discriminatory customs valuation schemes, prior 
deposit schemes, border taxes and so on. There is little man could devise that has 
not been done to thwart the spirit of the Kennedy Round and avoid the letter of 
the GATT. Watson, Trade: A Vision for the 1970's, The Atlantic Community 
Quarterly, Spring 1970.

The principal and most ingenious of the nontariff barriers erected 
in place of tariffs have been European border taxes. Since the Kennedy 
round, increases in EEC border taxes have further raised the barrier 
to our chemical exports to the point where the total barrier—tariffs 
and border tax—will be even higher after a full 50 percent cut than it 
was at the time the agreement was signed. What they have given with 
one hand they have more than taken away with the other. At the same 
time, the increase in their export rebate has further subsidized their 
exports and undermined the little tariff we have left.

We discussed the border tax-export rebate mechanism in some detail 
at pages 47-60 of our 1968 testimony and included charts showing the 
effect of the increase in the German border taxes and export rebates.

I would like to submit for the record and have inserted at this point 
in my testimony a memorandum summarizing our position with re 
spect to this important issue.

(The memorandum appears as exhibit 7 at the end of Mr. Bar 
nard's statement.)

Mr. BARNARD. Mr. Chairman, since the beginning of the Kennedy 
round, the chemical industry has been pointing out the obvious trade 
effect of the border tax-export rebate mechanism and emphasizing the 
need for eliminating this unfair tax disadvantage to U.S. trade. For 
several years we were ignored, but in the last 2 years the discrimina 
tory trade effect of this mechanism has come to be uniformly recog 
nized by U.S. industry and Government and many have joined in our 
call for action on this important issue. Attached to our summary are 
a number of quotes about the trade effect and the need for action. I 
would like to read you a couple of them:

* * * First, the GATT border tax rules are inequitable.
* * * Not only are the GATT rules unfair, they are illogical and unreasonable.
Our trading partners did not agree to 'a "standstill" on border tax adjust 

ments while the existing rules were under discussion. The result has been that 
adjustments have continued to mount, rewarding protectionist sponsors and 
arousing the envy of others who might be tempted to take similar trade restric 
tive actions. There is no longer time for drawn-out deliberations. The prolifera 
tion of changed and new border taxes gives great urgency to the GATT work.— 
By Hon. John B. Petty, Assistant Secretary of the Treasury for International
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Affairs, before the Canadian Tax Foundation, Toronto, Canada, November 20, 
1968.

Despite theoretical and legal justification, there is excellent reason to believe 
that the practice of rebating this tax on exports acts as a subsidy to exporting 
industries, whereas its imposition on imports deters purchases from abroad. 
Following the close of the Kennedy Round, the United States invoked GATT 
procedures calling for an examination of the trade effects of border adjust 
ments. Failing satisfactory solution under' present GATT rules, the United 
States should consider demanding changes in these rules * * * .

Nevertheless, the United States should employ every effort to obtain a recon 
sideration of GATT rules that allow export rebates on indirect taxes that have 
the effect of stimulating exports. Such efforts might include consideration of 
adoption in the United States of a value-added tax as a supplement to the cor 
porate income tax, but a more likely avenue would be to threaten the application 
of countervailing duties against countries rebating taxes of the type shortly to 
become standard in the EEC.—Before American Bankers Association "The Cost 
of World Leadership" 1968.

In the presence of these GATT practices equitable conditions for international 
trade could only prevail if all countries applied the same taxes and rates of taxes. 
This is evidently not the case and may not be feasible. If this is not feasible, 
what is needed then is revision of GATT rules with respect to border tax adjust 
ments * * *—Tax Foundation, Inc., "Tax Harmonization in Europe and U.S. 
Business," August 1968.

In summary, the present GATT provisions on border tax adjustments do not 
neutralize the effects of taxes on trade. Instead, they are export promoting and 
import restricting for the indirect tax countries. The basic assumptions under 
lying the GATT provisons -are not realistic. The full border tax adjustment pro 
vided for with respect to indirect taxes constitutes both an export subsidy and 
an import surcharge.—Statement of Harold Malmgren, Head of U.S. Delegation, 
GATT Working Party on Border Tax Adjustments, May 5,1968.

Nontariff barriers abound in the present world * * * A leading case in point 
is the trade consequences inherent in the international rules for border taxes 
and subsidies integrated with domestic turnover or value-added taxes.

"Countries without these domestic taxes, such as the United States, are placed 
at a relative disadvantage—a disadvantage that becomes more pronounced as 
value-added tax systems become more widely adopted and levels of rates rise. 
Rules that may have been acceptable in the quite different circumstances of the 
immediate post-war period need to be reexamined in the light of today's needs.— 
Hon. David M. Kennedy, Secretary of the Treasury, Before the American Bankers 
Association Monetary Conference, Hot Springs, Va., May 20,1970.

This very pressing problem had the effect of taking away what little 
reciprocity there was in the Kennedy round. What is more, our nego 
tiators were well aware of this eventuality during the Kennedy round. 
The initial ministerial resolution stated that the "trade negotiations 
shall deal not only with tariffs but also with nontariff barriers" and 
border taxes were specifically included in the nontariff barriers to be 
placed on the agenda. (Preeg, Traders and Diplomats, pages 70-71.) 
By the time the negotiations were concluding, our negotiators became 
concerned about border taxes and the forthcoming increases planned by 
the EEC countries—but not concerned enough. In the end, they merely 
submitted a note in which, in Mr. Preeg's words, the United States 
"reserved the right to initiate action under the GATT to seek compen 
sation if changes in border taxes impaired or nullified Kennedy round 
trade benefits." (Id. at 136.)

One need only look at the rapid rise in the German trade balance 
in 1967-69 in order to see the trade effect of that country having in 
creased its border taxes and export rebates from 4 to 11 percent in 1967.

Increased border taxes were undoubtedly the principal factor in the 
startling increase in the German trade surplus. Indeed, this fact was 
admitted by the Germans, themselves, in December 1968 when they
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reduced the increase in border taxes and export rebates from 11 to 7 
percent for the express purpose of encouraging imports and discour 
aging exports. But the 7-percent rate still constituted a 3-percent in 
crease and the trade effect of this remaining increase in border taxes 
and export rebates finally forced the Germans to revalue their currency 
in October of 1969. At that time they returned to the 11-percent border 
tax-export rebate, and that is what we are facing now. And we are 
facing the 7-percent increase. If they harmonize it at 15, the increase 
will go from 4 to 15, an increase of 11 points.

Maybe what we have to do is just wait for the next valuation as we 
watch the impact of these border taxes on their trade.

The trade effect of the increased border taxes and export rebates was 
obvious and even tacitly admitted by the Germans. Although we 
reserved our right to seek compensation in the GATT if this proved to 
be the case, thus far no application for compensation has been filed.

While it was the nontariff barrier which caused the call for non- 
tariff-barrier negotiations, our trade officials are evidently afraid of 
pressing this issue any more for fear someone will get mad at us. If 
nothing is going to be done about the trade impairment caused by the 
border tax-export rebate mechanism, there is little reason for non- 
tariff-barrier negotiations. While there are undobutedly other non- 
tariff barriers adversely affecting our trade, they pale into insignifi 
cance in comparison with the border tax-export rebate mechanism, 
which affects all of our trade.

Obviously, we should seek changes in the rules of GATT that relate 
to these taxes. But until that occurs we should certainly be seeking com 
pensation and not negotiating for the elimination of the disadvantage 
to our trade by making payments for the elimination of the border tax- 
export rate disadvantage.

TARIFF REDUCTIONS IN EXCESS OF 50 PERCENT

I would like to focus on the "separate package," on the concessions 
the United States is being asked to make and what it is being offered in 
return. First of all, let's look at the U.S. concessions under this agree 
ment. Our trading partners were not content that the United States 
eliminate ASP valuation and reduce duties by 50 percent. They in 
sist that we further reduce the rates to certain "ceiling rates" which 
were agreeable to them.

Consequently, with respect to the vast majority of benzenoid chem 
icals produced in this country, the "separate-package" agreement pro 
vides for still further reductions in excess of the 50-percent reduction 
made on all benzenoid chemicals in the Kennedy round. On the ma 
jority of these products the "separate package" would require an addi 
tional 20- to 40-percent reduction in the remaining tariff.

These additional tariff reductions are reflected by the Government's 
own data.
Specifically named products

With respect to those of our products which are specifically named 
in the "separate package," these redutcions were very well documented 
in appendix 1 to our brief.
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(See appendix 1 to exhibit 3 at end of Mr. Barnard's statement.)
Mr. BARNARD. Here we have taken the liberty of borrowing a 

table submitted by the Government in 1968 and adding a column re 
flecting the total tariff reduction shown by the Government's own 
figures.

The Government table shows the ad-valorem equivalent of the tariff 
applicable before the Kennedy round cuts, after the Kennedy round 
cuts, and after the further reductions which would be required under 
the "separate package." The column we have inserted shows the per 
centage reduction from the pre-Kennedy round rate to the "separate- 
package" rate.

Out of 61 TSUS items covering specific products produced in this 
country, 42 reflect tariff reductions in excess of 50 percent, 23 of the 
42 reflect reductions in excess of 60 percent, nine in excess of 70 percent, 
and three in excess of 80 percent. Thus, the Government's own table 
shows that the majority of the competitive products specifically named 
have total tariff reductions at 60 percent or more. Here I should note 
that, because the base changes, a 60-percent reduction is equivalent to 
a 20-percent reduction on top of the 50-percent cut authorized and that 
a 75-percent reduction is the same as two successive 50-percent reduc 
tions.
Basket categories

Similarly, the "separate package" agreement makes significant addi 
tional tariff reductions in the basket categories which cover the thou 
sands of benzenoid chemicals that are not specifically mentioned by 
name in the tariff schedule. The basket categories are those which gen 
erally say "all other."

The basket categories are particularly important. Over 95 percent 
of the benzenoid chemicals produced in the United States are not 
specifically named in the tariff schedule and, consequently, must de 
rive their tariff protection from the rates established for the basket 
categories.

The importance of the basket rates is further emphasized by the 
fact that these are the rates which will apply to the some-100 new prod 
ucts developed by the benzenoid industry each year. As the Government 
has acknowledged, the rates established for the baskets are the "key 
to the future."

For each of the basket categories, the Tariff Commission has, on 
tihe basis of its data, reported to us the average ad valorem equivalent, 
based on export value, of the ASP duty applicable to imports which 
were competitive with products produced in the United States. A 
comparison of these rates with the rates provided for in t)he "separate 
package" agreement shows that the total tariff reduction in the im 
portant basket categories ranges from 57 to 69 percent.

In the intermediates basket (TSUS 403.60), the pre-Kennedy round 
rate of 46 percent would be reduced to 20 percent, a cut of 57 percent. 
In the pesticides basket (TSUS 405.15), the pre-Kennedy round rate 
of 45 percent would be reduced to 15 percent, a 67-percent cut. In 
the plasticizers basket (TSUS 405.40), the pre-Kennedy round rate 
of 61 percent would be reduced to 20 percent, a reduction of 66 percent.
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In the dyes basket (TSUS 406.50), the pre-Kennedy round rate of 72 
percent would be reduced to 30 percent, for a total reduction of 59 
percent. In the pigments basket (TSUS 406.70), the pre-Kennedy 
round rate of 77 percent would be reduced to 30 percent, for a total 
reduction of 61 percent. And in the flavor-and-perfume-materials 
basket (TSUS 408.60), the pre-Kennedy round rate of 65 percent 
would be reduced to 20 percent, for a total reduction of 69 percent.

These are all set forth in great detail in the brief which we filed in 
1968. What I am giving you, Mr. Chairman, are the conclusions.

These are the reductions which were made with respect to products 
which were competitive with products manufactured in the United 
States. Interestingly enough, with respect to those products which are 
not produced in the United States, the reduction would be less than 50 
percent. Indeed, for noncompetitive products, the "separate package" 
would actually increase the duty above the 50-percent reduction which 
was already agreed to in the Kennedy round. In other words, in the 
"separate package," the Congress is actually being asked to raise the 
duties on those products that we do not make and, at the same time, 
ask to reduce by more than 50 percent the duties of the products that 
are made in this country. This certainly makes no economic sense what 
soever. Moreover, because of the ceiling rates agreed to by the negotia 
tors, the lower the foreign price relative to the U.S. price, the greater 
the amount of the tariff reduction in excess of 50 percent. This, too, is 
precisely the opposite of what the economics of the situation call for.

At pages 28 through 42 of our brief, we have fully documented for 
you the way in which the "separate package" agreement results in the 
tariff reduction in excess of 50 percent on the vast majority of the 
products produced in this country. I have given you the results and the 
data upon which it is based, but have not taken you through the rather 
complex explanation of how our negotiators arrived at these anomalous 
results.

Before leaving the subject of these reductions in excess of 50 percent, 
I believe it particularly significant to quote what Mr. Andrew Bie- 
miller of the AFLr-CIp has told this committee with respect to ASP 
and these excessive tariff reductions. Mr. Biemiller said:

Those who support the removal of ASP valuation argue that . . . benzenoid 
chemicals . . . should not have a separate method of valuation because no other 
industry enjoys this special method of protection. By the same token, it seems 
reasonable to us that no industry should be given different treatment by being 
asked to absorb a greater than 50-percent cut.

And in his statement last month, Mr. Biemiller stated that:
The AFL-OIO is opposed to the administration's proposed repeal of the Ameri 

can Selling Price.
He noted that the action on ASP proposed by the administration 

"could result in considerably greater—than 50-percent—tariff cuts" 
and "therefore would be unfair."

While labor and management have trouble in getting together on 
some things, this industry heartily concurs with Mr. Biemiller's state 
ment. It is clear that the separate-package agreement is inconsistent 
with the AFL-CIO position. Moreover, we are not just talking about
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tariff reductions of 1 or 2 percentage points in excess of 50 percent. A 
review of the reductions, as reflected in the Government's own data, 
shows that as a result of the separate package, most of the products 
produced in this country would suffer an additional tariff reduction 
of 20 to 40 percent on top of the 50-percent reduction authorized in 
the Trade Expansion Act.
Foreign "concessions"

Having reviewed the concessions the United States is being asked to 
make under the separate package, let us now take a look at the "con 
cessions" which our foreign trading partners would be required to 
make. In exchange for our separate-package concessions, our Euro 
pean trading partners have agreed to release their Kennedy round 
"hostage." They would give us the other 30-percent reduction in their 
chemical tariffs, which we had already bougnt and paid for with our 
50-percent across-the-board cut in the Kennedy round.

I have, of course, already reviewed for you how, as a result of inter 
nal adjustments and border-tax increase, even a full 50-percent cut has 
already been wiped out by our trading partners.

But our negotiators also claim to nave obtained concessions with 
respect to several nontariff barriers. These are far from what they 
seem.

They claim to have obtained a "concession" on automobile road taxes. 
These road taxes are illegal under GATT, and section 252 of the Trade 
Expansion Act specifically prohibits our negotiators from paying 
compensation for removal of such illegal barriers.

Another concession is with respect to the Commonwealth preference 
on tobacco.

Some of you may recall that at the hearings in 1968, even the Depart 
ment of Agriculture's own representative had to testify that there is 
now a seller's market in the United Kingdom because of the sanctions 
against Rhodesia. He admitted that once the British removed these 
sanctions, our tobacco exports to the United Kingdom will fall 50 
percent, irrespective of this alleged concession. In his testimony last 
month, Ambassador Gilbert all but acknowledged that this concession 
was worthless—he said it has "even less significance today than it had 
then."

Finally, our negotiators have been quite embarrassed by an alleged 
"concession" offered by the Swiss. They even neglicted to mention it 
in their testimony before this committee in 1968. It was hardly a 
concession and could be more easily interpreted as being a rather un 
pleasant—and I might add, unjustified—threat against American 
fruit packers.

TRADE EFFECT OF THE SEPARATE PACKAGE

The 50-20 percent deal negotiated on chemicals in the Kennedy 
round is unfair and unreciprocal. The tariff-cutting authority dele 
gated by the Congress was abused, and the Congress requirement of 
reciprocity was disregarded. Nevertheless, both the Congress and our 
industry are faced with a fait accompli.
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U.S. Industry Analysis of Trade Effect
Our industry therefore has had to face up to the issue of whether 

the 30-percent reduction in European chemical tariffs is worth the 
abolition of ASP and the further reductions in excess of 50 percent, 
which would be required under the separate package, SOCMA and its 
member companies have carefully studied the separate-package 
agreement and the effect which it would have upon the domestic 
benzenoid chemical industry. In view of the substantial cost disad 
vantage of U.S. producers, we are certain that the elemination of 
ASP and the substantial tariff reductions in excess of 50 percent 
provided for in this agreement will result in a substantial increase in 
chemical imports which would not begin to be offset by any additional 
chemical exports that might result from the additional 30-percent 
tariff reductions made abroad.

Here I believe it is important to note that we have already had an 
opportunity to see the effect which the first two 10-percent Kennedy 
round tariff reductions are having upon our industry, and it has 
confirmed the analysis we made at the end of the Kennedy round, 
as shown by the following chart based upon Tariff Commission figures. 
After just the first two 10-percent cuts, 'benzenoid chemical imports 
have increase 50 percent and have totaled approximately $120 mil 
lion in 1969.

(The chart referred to follows:)

Imports of Benzenoid Chemicals, 1964-1969
(Based on foreign invoice value)

1964 1965 1967 1968 I969IEST.)
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Mr. BAKNARD. As might be expected, sectors of our industry in which 
our cost disadvantage is greatest have been the hardest hit. In dyes, 
which are particularly labor intensive, imports have increased by 60 
percent in the past 2 years. Dye exports have actually decreased, and 
our trade deficit in dyes has more than tripled, falling to a deficit of 
$41 million based upon Revenue of Census statistics.

Imported dyes now account for over 15 percent of the value of U.S. 
dye consumption. When you add to this the dyes produced in this 
country from imported intermediates by sudsidiaries of foreign dye 
producers, foreign producers now control over 40 percent of the U.S. 
dye market. And this share is increasing each year.

Foreign trade in high-volume, low-cost petrochemicals has also been 
affected by tariff reductions and by the inability of U.S. companies 
to purchase petrochemical feedstocks at world market prices. Because 
of this cost disadvantage, petrochemicals are accounting for a smaller 
and smaller portion of U.S. chemical imports. In 1964 pertrochemicals 
accounted for 67 percent of U.S. chemical exports, but by 1969 it 
only accounted for 57 percent. In 1964 petrochemical imports ac 
counted for 28 percent of U.S. chemical imports. By 1968 they ac 
counted for 47 percent.

Large new capacity of high-volume, low-priced petrochemicals has 
been, and is being, constructed in Europe and Japan to take advantage 
of the lower raw-material costs. As this trend continues, U.S. petro 
chemical producers will not only continue to lose what is left of their 
foreign markets but will have to face substantial increase in petro 
chemical imports into the United States.

Although it is commonly claimed that ASP valuation substantially 
retards imports of benzenoid chemicals, it is interesting to note that 
benzenoid chemical imports have increased at a more rapid rate than 
imports of other chemicals and that benzenoid imports account for a 
larger share of U.S. consumption than do imports of other chemicals. 
When you consider that even with ASP valuation, imports of benze 
noid chemicals have increased 50 percent in the past 2 years, it gives 
you somewhat of an idea of how much more they can be expected to 
increase as a result of the remaining tariff reductions agreed to in the 
Kennedy round. If the "separate package" agreement is implemented 
and the domestic benzenoid-chemical industry has to hear an addi 
tion 20-40 percent tariff reduction, rapidly rising imports will have 
a disastrous effect upon the domestic industry.
Foreign analysis of trade effect

Our analysis of the trade effect of the "separate package" agree 
ment has been confirmed by our trading partners.

(The comments referred to are as follows:)
FOREIGN 'COMMENTS ON THE KENNEDY ROUND AND THE SEPARATE PACKAGE
"In chemicals, British, German and Swiss manufacturers should now be able 

to go hell for leather for the very big benzenoid chemical market of America."
—British "Review of Industry," July 1967.

"Germany's big chemical makers are rubbing their hands in anticipation. Says 
a spokesman for Farbenfabriken Bayer AG, 'We feel like a little boy who has 
been promised an electric train for Christmas.'"

—Business Week, May 20,1967.
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"The effect of the EEC's chemical cuts will be marginal, of Britain's relatively 
small . . . the real difference to world trade is likely to arise from the offers, 
absolute or provisional, made by the United States. If Congress agrees to the 
necessary legislation, the prospects in the United States market for British 
and Continental producers of benzenoid chemicals will be revolutionized."

—British "Chemical Age," July 15,1967.

"The U.S. finally gave way on chemicals for which we, of course, had to give 
a few concessions. But all in all, we are particularly happy about the out 
come in that particular sector."

—Jean Key, Chief EEC Negotiator,
Washington Post, May 15, 1967.

Mr. BARNARD. The prospect of the "separate package" agreement 
has made one of our German competitors "feel like a little boy who has 
been promised an electric train for Christmas."

The British Review of Industry comments that:
"British, German, and Swiss manufacturers should now be able to 

go hell for leather for the very big benzenoid chemical market of 
America." The British publication Chemical Age tells us that if the 
Congress agrees to the "separate package," "the prospects in the U.S. 
market for British and Continental producers of benzenoid chemicals 
will be revolutionized" and that "the abolition of ASP will have an 
even greater effect on foreign trade with the United States in plastics 
than in chemicals" and that if ASP is abolished, "levels of new plant 
capacity will take account of a newly created U.S. market."
U.S. trade officials' analysis of trade effect

Thus far, U.S. trade officials have not come forward with any mean 
ingful analysis of the trade effect of the "separate package" agreement. 
In their 1968 testimony before this committee, they merely took the 
position that the "separate package" would "expand trade." We cer 
tainly agree that it will expand trade, but the issue is: "Which way ?" 
We are certain that it will expand the trade of our foreign competitors 
at our expense.

PROBABLE ECONOMIC EFFECT

Tariff Commission report
Mr. Chairman, despite repeated requests from our industry, its 

workers, and numerous Members of Congress, including several mem 
bers of this committee, our trade negotiators have persisted in their 
refusal to release the Tariff Commission's nonconfidential findings and 
conclusions bearing on the probable economic effect of the "separate 
package." The Government claims it cannot release this report because 
it contains confidential business information.

The Government described the contents of this report in its 1968 
testimony, they said:

The Commission advised whether particular concessions would or would 
not have an "adverse effect" on domestic producers, i.e., whether "this conces 
sion would or would not result in increased imports that would have significant 
effect on employment, profit levels, use of productive facilities, or on one or 
more of these economic factors."

Certainly the Government can release this information without re 
vealing the confidential business information upon which it is based.
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We find it difficult to understand how our trade negotiators can 
come before this committee and request implementation of the "separate 
package" agreement without releasing and permitting public comment 
on the nonconfidential findings and conclusions of the Tariff Com 
mission with respect to the probable economic effect of such action. 
We are confident that the Commission's findings and conclusions will 
substantiate the serious adverse economic effect which this agreement 
will have upon our industry.

The Government has agreed to present the Tariff Commission's 
findings and conclusions on the probable economic effect to this com 
mittee in executive session. While we believe there is no excuse for 
the Government not publishing the Tariff Commisssion's analysis, 
less any confidential information, we believe that, as a very minimum, 
representatives of the chemical industry should be accorded an oppor 
tunity to attend the session at which the Commission's findings are 
reviewed and accorded an opportunity to offer comments, as was 
suggested by Congressman Curtis in 1968.

We have, of course, prepared our own analysis. At pages 74—80 
of our brief we set forth a detailed analysis that was made by a number 
of our members. In this analysis the companies assumed that foreign 
competitors lowered their price by the amount of the tariff reduction 
provided for in the Kennedy round and the "separate package" and 
then analyzed the effect which it would have upon the sales revenue 
and their pretax profits as a percent of sales.

For intermediates, based on a sample of $—— million, the pretax 
profit before the Kennedy round was 9 percent. As a result of the 
Kennedy round reductions, there would be a loss of sales revenue 
of $9 million and pretax profit would fall to 2 percent. As a result 
of the "separate package" agreement, there would be an additional 
loss of sales revenue of $11 million and pretax profit would fall to 
0.2 percent.

For dyes, the pretax profit before the Kennedy round was 12 per 
cent. The loss of sales revenue which would be suffered as a result 
of the Kennedy round reductions was $15 million, and pretax profit 
would fall to 0.01 percent. Assuming the still lower import prices 
which would have to be met as a result of the "separate package" agree 
ment, sales revenue would fall a total of $21 million and would result 
in a pretax loss of 6 percent.

For pigments, pretax profit before the Kennedy round was 16 
percent. Kennedy round reductions would result in a loss of sales rev 
enue of $7 million, and pretax profit would fall to 1 percent. If forced 
to meet the foreign prices which would result from the "separate 
package" agreement, there would be a loss of sales revenue of $10 
million and a resulting pretax loss of 5 percent.

These results, which are documented in our brief, clearly illustrate 
what the Kennedy round and the "separate package" agreements 
will do the competitive position of the domestic benzenoid chemical 
industry.

SUMMARY

I would like to summarize for you, as candidly as I can, the effect 
which we believe the "separate package" agreement would have on 
our industry, its workers, and the U.S. balance of payments.
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First, let me summarize the position in which the U.S. industry 
already finds itself. As we have pointed out in our chart (see chart 
on p. 3366 of Mr. Turchin's statement), the U.S. share of world exports 
has declined markedly in the 1960's and is now less than the share of 
all manufacturing industries.

Mr. Chairman, we have presented this chart to you based on data 
that was published by the Department of Commerce just last Mon 
day. I have here the extract from the International Commerce for 
June 8, 1970. The headline of the article is: "U.S. Share of World 
Exports and Manufactured Goods Dropped Significantly During 
1969." The article goes on:

The U.S. share of world exports and manufactured goods dropped to a post 
war low in 1969. The decline occurred as manufactured exports of major indus 
trial nations, excluding sales to the United States, advanced at their fastest rate 
in the decade to a record $120 billion last year. Although our position weakened 
in each of the five major commodity groups comprising "manufactures," the 
most pronounced reductions occurred in transport equipment and chemicals. 
U/S. export of chemicals advanced by only 3 percent last year, while those of 
our competitors forged ahead at over five times that rate.

(The article referred to appears as exhibit 8 at the end of Mr. Bar 
nard's statement.)

Mr. BARNARD. I can't help but note that this is a far cry from 
Ambassador Gilbert's statement before this committee a few weeks 
ago that:

In recent years the industry, in spite of renewed strength of foreign pro 
ducers, has kept close to a 25-percent share of the total world export market in 
chemicals.

Around 25 percent, indeed. This Government statistic is reminiscent 
of the "credibility gap" we testified about in 1968. We've gone from 
29.6 percent in 1960 to 21.9 percent in 1969. Between 1964 and 1965 
we moved below 25 percent and haven't been back.

If we had just maintained the 1960 share of 29.6 percent, we would 
have exported an additional billion dollars worth of chemicals, and the 
U.S. trade balance would have been $1 billion greater. If we had even 
maintained the 27.2 percent of 1964, just 5 years ago, the U.S. trade 
balance would have been $700 million greater or, even if it was 25 per 
cent as suggested by the Government, it would have been $500 million 
greater.

Now an additional $700 million or $1 billion chemical exports in 
U.S. trade balance may not seem like a significant difference to our 
trade negotiators—to them it may amount to "close to a 25-percent 
share"—but it is a pretty significant difference to us and, we believe, to 
the United States. This country could have used an additional bil 
lion added to its paltry trade balances of 1968 and 1969. We can only 
hope that the rest of our negotiators' analyses of this deal are not 
more than $1 billion off.

Another agreement where any negotiator's estimates of trade effect 
were about $1 billion off is now up for renegotiation—the Canadian 
auto-parts agreement of 1965. When that was presented to the Con 
gress, the executive branch told the committee-—told the Congress— 
that the net surplus of U.S. automotive trade with Canada would not 
only be maintained but would increase under this agreement.
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The statement was as follows:
"23. Question

What effect do we expect the Agreement and the companies' letters to have on 
the United States-Canadian balance of trade in automotive products in the next 
three years? In the longer run?"
Answer

1. The Executive Branch agencies that have studied the problem carefully 
believe the not surplus of U.S. trade in automobile products with Canada through 
model year 1968 will remain firm at about the level of model years 1963-64, 
about $495 to $580 million. It is estimated that there will be no significant gain 
or loss in the present substantial U.S. surplus.

2. After model year 1968 we expect that with freer play of market forces the 
U.S. net surplus of trade with Canada in automotive products will again in 
crease but more gradually than in recent years. [Emphasis their own.] Hear 
ings on S. Rep. No. 782 (to accompany H.R. 9042) Before the Senate Committee 
on Finance, 89th Cong., 1st Sess. 74 (1965).

In 1969, just a few years later, based on U.S. import statistics, our 
automotive trade balance has gone from a surplus of $500 million to a 
deficit of almost that amount in 1969, and we are now seeking to 
reopen that agreement.

This, too, amounts to a decline of "roughly $1 'billion" and I would 
like to submit an article from the Journal of Commerce which refers 
to it. We think it has a bearing on the comments which we are mak 
ing with regard to the projected future of this "separate package" 
agreement.

(The article referred to appears as exhibit 9 at the end of 
Mr. Barnard's statement.)

Mr. BAKSTARD. Because of our significant cost disadvantages and 
the increase in foreign trade barriers—principally border taxes—the 
U.S. share of world chemical exports has declined drastically. In order 
to attempt to maintain its competitive position in foreign markets, 
the chemical industry has been forced to invest in low-cost produc 
tion facilities abroad.

We are now faced with rapidly rising imports of low-cost chemi 
cals from abroad. Over the past 10 years, U.S. chemical imports have 
been rising rapidly. Over the past 2 years alone, U.S. chemical im 
ports have increased 28 percent. Benzenoid chemical imports have 
increased even more—by about 50 percent. And this is after just the 
first two 10-percent reductions in U.S. chemical tariffs, with the effect 
of the remaining 30 percent of the Kennedy round cut yet to be felt. 
As a result of these large increases, U.S. chemical companies are 
being forced to consider supplying part of the domestic market from 
low-cost facilities abroad in order to remain competitive with imports.

With this as background, we believe the probable economic effect of 
remaining Kennedy round reductions and of the "separate package" 
is clear. The remaining Kennedy round reductions will further in 
crease the already rapid expansion of chemical imports. If the "sepa 
rate package" agreement is implemented, the result will be disastrous.

Large diversified companies will have to drop literally hundreds of 
products and will have to close some plants. They have already begun. 
They will be forced to further expand investment in lower cost facili 
ties abroad—not only to remain competitive in foreign markets but 
in order to remain competitive in the U.S. market as well.
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The economic effect upon the smaller companies will be considerably 
greater. Without the benefit of the resources or the diversified product 
lines of the larger companies, some of them will be forced to close up 
shop. Others, with a stronger marketing position, will eventually stop 
manufacturing in this country or begin importing.

The effect on labor will also be considerable. While there is not likely 
to be any fewer workers in the industry in the next couple of years, 
there will be fewer new jobs created by the chemical industry for Amer 
ican workers. There will be large numbers of American chemical work 
ers who will lose their jobs or have to relocate or be retrained. And 
there will be hundreds and eventually thousands of new jobs created 
abroad each year which would otherwise have been created in the 
United States.

Finally, the chemical industry's ability to contribute to the U.S. 
trade balance will be seriously affected. The chemical industry will 
continue to lose its share of the world market. Chemical imports will 
increase even more rapidly, and the industry will be forced to invest 
increasing amounts in low-cost facilities abroad.

The chemical-trade balance will deteriorate, and the industry will 
each year make less and less of a contribution to the U.S. trade and 
payments balances. And within the next 5 years or so, the industry 
will actually end up being another balance-of-payments liability for 
this country.

If the "separate package" is approved, all of these things will come 
to pass. We do not like it. We do not want it to happen. It will hurt our 
industry as much as it will hurt our workers and the U.S. balance of 
payments. But whether we like it or not, this is what will happen 
unless the Congress reasserts its authority over U.S. foreign-trade 
policy.

CONCLUDING REMARKS

Mr. Chairman, the "separate package" agreement is a classic exam 
ple of the kind of "deals" that are made when our trade officials "forget 
the need for adhering to the idea of reciprocity." As our testimony has 
demonstrated, the "separate package" is grossly unreciprocal. It pro 
vides for tariff reductions considerably in excess of the 50-percent 
reduction authorized by Congress. It will have an adverse effect upon 
our balance of trade. And it will have a serious adverse economic effect 
upon the domestic benzenoid chemical industry.

Three years have now passed, and nothing has happened in the 
interim to change our analysis of the "separate package." This deal is 
as bad now as it was the day it was made. Indeed, the experience of 
our industry with just the first two 10-percent segments of the 50- 
percent Kennedy round reduction has reinforced our assessment of 
the serious adverse economic effect which this "separate package" 
agreement would have upon our industry and its workers.

Moreover, our trading partners have not come forward with any 
concessions which might make this agreement reciprocal. On the con 
trary, since the end of the Kennedy round our European trading part 
ners have increased their border taxes and export rebates, further 
expanded their variable agricultural levies, and expanded their prefer 
ential trade agreements—all to the further detriment of U.S. trade.
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When, in view of all this, our trade officials urge that the Congress 
approve the "separate package" because of its "great symbolic impor 
tance" to our trading partners or in order to get the Europeans to 
believe that "the United States is really interested in negotiating the 
reduction of nontariff barriers," it all sounds rather hollow. Our efforts 
to remove foreign nontariff barriers can hardly succeed if we plan to 
negotiate on such a basis.

We are also told that approval of the "separate package" is necessary 
in order to maintain the credibility of our trade negotiators with our 
foreign trading partners. We believe that it is high time that our trade 
officials become as concerned with maintaining their credibility with 
the Congress, industry, and labor in this country as they are with 
maintaining their credibility in the eyes of our trading partners.

Mr. Chairman, this "separate package" agreement is opposed by our 
entire industry and by its workers. It is opposed by the Manufacturing 
Chemists Association, the AFL-CIO, SOCMA, the International 
Chemical Workers Union, the Dry Color Manufacturing Association, 
the Oil, Chemical & Atomic Workers Union, and District 50 of the 
United Mine Workers Union—dozens of union locals and individual 
chemical producers.

We believe it clear that this agreement is grossly unreciprocal and 
that, if implemented, it will have a serious adverse effect upon our 
industry, its workers, and the U.S. balance of payments. We therefore 
urge that the committee reassert its authority over U.S. trade .policy 
and restore reciprocity as a keystone of that policy by firmly rejecting 
the "separate package" agreement.

I would like to thank the committee for hearing us on this impor 
tant issue. We appreciate very much the opportunity you have given 
us to present our views here today.

(The following exhibits were submitted for the record:)
EXHIBIT 1—SOCMA MEMBERSHIP

Aceto Industrial Chemical Corporation
Allied Chemical Corporation
Althouse Division, Crompton & Knowles Corporation
American Aniline Products, Inc.
American Cyanamid Company
American Hoechst Corporation
Atlantic Chemical Corporation
BASF Corporation
Benzenoid Organics, Inc.
Berncolors-Poughkeepsie, Inc.
Celanese Corporation
Chemagro Corporation
Ciba Chemical & Dye Company
Cyclo Chemical Division of Travenol Laboratories, Inc.
Dow Chemical Company
Dow Corning Corporation
Drake Chemicals, Inc.
Du Pont de Nemours & Co.
Dye Specialties, Inc.
Emery Industries, Inc.
Evans Chemetics, Inc.
Fabricolor Chemical
Fairmont Chemical Co., Inc.
First Chemical Corporation
FMC Corporation
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GAF Corporation
Gane's Chemical Works, Inc.
Geigy Chemical Corporation
Givaudan Corporation
Harshaw Chemical Company
Hercules Incorporated
Heterochemical Corporation
Hilton-Davis Chemical Co.
Hooker Chemical Corporation
ICI American Inc.
Industrial DyestufE Company
Inmont Corporation
Kaiser Chemicals
Kohnstamm & Co., Inc.
Hoppers Company, Inc.
Lakeway Chemicals, Inc.
B. L. Lemke & Co., Inc.
Levey Company
Otto B. May, Inc.
Monsanto Company
Morton Chemical Co.
Napp Chemicals, Inc.
National Lead Company
Nopco Chemical Company
Nyanza, Inc.
Olin Mathieson Chemical Corp.
Parsons Plymouth Division, S. B. IVni.-k & t '<>.
Passaic Color and Chemical Corp.
Pennwalt Corporation
Pflster Chemical, Inc.
Pfizer, Chas., & Co., Inc.
Pitt-Consol Chemical Co.
P.P.G. Industries
Reilly Tar & Chemical Corp.
Salsbury Laboratories
Sandoz, Inc.
Scholler Brothers, Inc.
Sherwin-Williams Company
Southern DyestufE Co.
Standard Chlorine Chemical Co., Inc.
Stauffer Chemical Company
J. P. Stevens & Co., Inc.
Sun Chemical Corporation
Synalloy Corporation
Tenneco Chemicals, Inc.
Toms River Chemical Corp.
Trylon Chemicals, Inc.
Union Carbide Corporation
Upjohn Company
U.S. Industrial Chemicals Co.
USS Chemicals, Div. of U.S. Steel Corp.
Verona Corporation
Virginia Chemicals, Inc.
Vulcan Materials Company
White Chemical Corp.
Young Aniline Works, Inc.

EXHIBIT 2.—DCMA MEMBERSHIP
Allied Chemical Corporation
American Oyanamid Company
American Hoechst Corporation
Apollo Colors
Binney & Smith, Inc.
CIBA Chemical & Dye Company
Columbian Carbon Company

46-127 0—70—pt. 12———6
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Ferro Corporation
GAF Corporation
Geigy Chemical Corporation
Glidden-Durkee
The Harshaw Chemical Company
The Hilton Davis Chemical Division, Sterling Drug, Inc.
Holland Suco Color Company
0. Hommel
Hoover Color Corporation
I.C.I. America, Inc.
Imperial Color & Chemical Dept, Hercules Powder, Inc.
Inmont Corporation
Keystone Color Works, Inc.
H. Kohnstamm & Co., Inc.
Magruder Color Company, Inc.
Max Marx Color &. Chemical Company
Mineral Pigments Corporation
Charles Pfizer & Co., Inc.
Reichhold Chemicals, Inc.
Ridgway Color & Chemical Division, Martin Marietta Corp.
Sandoz, Inc.
The Sherwin-Williams Company
Sun Chemical Corporation
Tenneco Colors Division, Tenneco Chemicals, Inc.
Thomasset Colors Division, Sterling Drug, Inc.
Paul Uhlich & Co., Inc.

EXHIBIT 3
STATEMENT OF THOMAS P. TURCHAN, PRESIDENT OP THE SYNTHETIC ORGANIC 

CHEMICAL MANUFACTURERS ASSOCIATION AND STATEMENT OF ROBERT C. BARNARD, 
COUNSEL FOR THE SYNTHETIC ORGANIC CHEMICAL MANUFACTURERS ASSOCIATION 
AND THE DRY COLOR MANUFACTURERS ASSOCIATION

STATEMENT OF THE SYNTHETIC ORGANIC CHEMICAL MANUFACTURERS ASSOCIATION ON
H.R. 17551, BY THOMAS P. TURCHAN, PRESIDENT AND ROBERT C. BARNARD, COUNSEL

Mr. Chairman and Members of the Committee, my name is Thomas P. Turchan. 
I am Vice President of American Cyanamid Company. I appear here today as 
President of the Synthetic Organic Chemical Manufacturers Association—usually 
abbreviated as SOCMA.

I am accompanied by our counsel, Mr. Robert C. Barnard of Washington, D.C. 
I will summarize our position and will ask Mr. Barnard to present the factual 
information in support of our position. I am also accompanied by Dr. Richard 
Davies, President of Klein & Saks, a firm of consulting economists, which has 
prepared an economic analysis of the foreign trade picture. He will describe his 
study and present his conclusions to you after Mr. Barnard's statement.
SOCMA Position

I appreciate the opportunity you have afforded us to appear here this morning 
to present the reasons why the domestic benzenoid chemical industry opposes 
Title IV of H.R. 17551 which provides for implementation of the so-called 
"separate package" agreement on benzenoid chemicals.

This agreement is clearly unreciprocal. I shall discuss the lack of reciprocity 
in three areas :

(i) the 50%-20% deal negotiated in the Kennedy Round for chemicals I
(ii) the "separate" package; and
(iii) border taxes.

Adjustment Assistance and Escape Clause
However, as a preliminary matter, I would like to comment briefly on Title V 

of H.R. 17551 which provides for liberalization of the standard for eligibility for 
adjustment assistance.

We are convinced that the results of the Kennedy Round negotiations will be 
loss of jobs and retardation in the creation of new jobs. Adjustment assistance is 
a mere palliative for this damage, and we wish to make clear that even if the 
adjustment assistance is liberalized, it is no answer to the serious job proMi'm 
and adverse balance of payments impact of these negotiations.
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We do not object to the liberalization of this adjustment assistance standard, 
provided the present "escape clause" standard is accorded the same liberalization. 
We continue to reject the theory that the taxpayers' money should be used to 
compensate for injury caused by imports in lieu of using the "escape clause" to 
remove the cause of the injury. Thus, at a very minimum, any liberalization in 
the standard for adjustment assistance should be matched by the same liberaliza 
tion in the "escape clause" standard.
SOCMA

SOCMA is a non-profit trade association of manufacturers of synthetic organic 
chemicals. We have 79 member companies. With the Committee's permission, I 
would like to present a list of our members for the record. These companies manu 
facture over 80% of the benzenoid chemicals produced in the United States. 
They include benzenoid intermediates, which are used in making finished products, 
and the following principal classes of finished products: dyes, pigments, pesticides, 
plastic materials, photographic chemicals, medicinals and pharmaceuticals, and 
flavor and perfume materials. These chemicals derive their tariff protection 
from subparts B and C, part 1, Schedule 4 of the Tariff Schedules of the United 
States—protection which would be further drastically reduced under the 'sepa 
rate package" agreement here under consideration.

The Industry.—In 1964 the domestic industry produced over 4,000 different 
benzenoid chemicals, with total sales of almost $4 billion. (I note parenthetically 
that the Government said there were 750,000 benzenoid chemicals and for that 
reason administration of ASP is administratively complicated. Someone must 
have slipped a decimal or two for there are about 4,000 commercial benzenoids 
and possibly 2,000 other products in research and development) Total capital in 
vestment for the production of these chemicals exceeds $4 billion and the industry 
employs over 115,000 persons in the production and sale of benzenoid chemicals. 
The total payroll attributable to benzenoid chemicals is estimated to be in excess 
of $700 million per year.

The benzenoid industry is research minded and is notable as a new product 
industry. Five percent of each sales dollar is spent on research and approxi 
mately 100 new benzenoid products are introduced commercially each year. Al 
though they account for only about 10% of U.S. chemical production, the benzenoid 
industry has spawned many new products and some completely new industries. 
Among the more well known products of benzenoid research are synthetic fibers, 
plastics, Corfam, sulfa drugs, and DDT. Benzenoid chemicals are quite rightfully 
referred to as the "seed bed" of the United States chemical industry.
Chemical Industry and International Trade

The chemical industry is very much involved in international trade and invest 
ment. It is truly an international industry. U.S. chemical exports are almost 
three times as much as our chemical imports. The chemical industry balance 
of trade in 1967 was $1.8 billion accounting for half of the U.S. balance of trade 
of $3.6 billion.

This is indeed a most favorable record and quite frankly one of which the in 
dustry is proud. Nevertheless, because the United States is a high-cost country 
compared to foreign producers, the trade tide is running strongly against us. 
We find oursleves in an increasingly disadvantageous competitive position both 
abroad and at home. Abroad the U.S. share of world chemical exports has declined 
markedly in recent years.

The Department of Commerce measures competitiveness in international trade 
by the share which the U.S. is able to obtain of world exports. We believe this 
to be a reasonable standard. Figures just released by the Department show that 
in the past six years the U.S. share of world chemical exports to countries other 
than the U.S. has/ declined from 29.5% to 23.7%, almost triple the amount of the 
decline in the U.S. share of world exports of all manufactures. (International 
Commerce, June 10, 1968.)

In order to attempt to maintain its position in foreign markets, U.S. chemical 
companies have found it increasingly necessary to seek a lower cost base in 
investing in production facilities abroad. Table 12 submitted by the Government 
shows that since the passage of the Trade Expansion Act in 1962 investment 
abroad in manufacturing generally has risen at an average annual rate of 17% 
per year. However, U.S. investment abroad in chemicals has1 risen at almost twice 
that rate and this year will account for almost 30% of the total new investments 
by U.S. manufacturing companies.
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Since 1961, U.S. chemical imports have been increasing at more than twice 
the rate of our chemical exports. The value of domestic shipments has increased 
annually at a rate of about 7% as compared with an increase of almost 14% 
per year in imports. In the benzenoid sector the rise in imports—under pre- 
Kennedy Round duties—has been twice as great. From 1961 to 1966 (the last 
year for which Tariff Commission figures are available) benzenoid imports rose 
130%—an average of 18% a year. From 1964 to 1966 the increase was 80%— 
an average of 34% a year.

By 1967 (before the Kennedy Round) we had reached the point that the basic 
cost disadvantages of U.S. benzenoid producers was resulting not only in the 
loss of foreign markets for our exports, but we were facing a loss of a continually 
greater share of our domestic market. This deterioration of the position of the 
U.S. industry will now be accelerated. The rapid expansion of foreign chemical 
production to take advantage of the new situation will further accentuate the 
downward trend in the U.S. share of world chemical trade and we are going to 
have to meet rapidly increasing competition from low-cost imports in the U.S.
Competitive Position

I want to make clear that I am not suggesting that the domestic chemical 
industry is inefficient or non-competitive. On the contrary, it is an efficient com 
petitive minded industry. While the wholesale price indices for all commodities 
has risen more than 8% in the last 10 years, the index of chemical prices has 
actually declined. (Survey of Current Business, May 1968). Given anywhere 
near the equivalent conditions—equal costs for labor and raw materials—we 
can compete favorably with any chemical industry in the world. We have demon 
strated this time and time again in the performance of our foreign subsidiaries.

As efficient and competitive as the domestic chemical industry may be, it 
cannot compete favorably with imports having the benefit of substantially lower 
raw material costs and of labor costs from one-half to one-fifth of our own. 
Unless chemical tariffs are maintained at a sufficient level to offset these sub 
stantial differences in production costs, large portions of the U.S. chemical in 
dustry are going to continue to lose their share of the market unless they seek 
out lower cost manufacturing bases abroad. This has already been necessary in 
order to try to salvage what had previously been our export markets. Whether 
or not we will be able to maintain our share of the domestic market will depend 
in large part upon the decisions made by this Committee and by the Congress.

Let me make it extremely clear, the U.S. chemical industry has no desire to 
produce any more abroad than it absolutely has to. It has no desire to export 
capital or the jobs of its workers or to have to export chemicals to the United 
States from lower cost facilities abroad. Indeed, it is for that reason we are here 
this morning.
The Chemical "Deals" and, Reciprocity

It is in the context of this general economic background that I would like to 
turn now to the "deals" negotiated on chemicals in Geneva. Later in our state 
ment we will provide you with specific and detailed analysis of the economic 
consequences of this deal. I did, however, want to put this in a general economic 
context at the outset, because the hearings on the "separate package" portion 
of this legislation presents the opportunity for the Congress to review the entire 
chemical negotiations and to take the steps necessary to provide reciprocity for 
our industry and its workers and to safeguard our nation's balance of payments.
Reciprocity—The Key Issue

I need not emphasize to this Committee that the underlying requirement of the 
Trade Expansion Act was reciprocity. The deal negotiated with respect to ASP 
not only is not authorized under the TEA, but it in no way even begins to provide 
the reciprocity called for in that Act. This lack of reciprocity will have a serious 
adverse effect upon the domestic industry, its workers and the United States' 
rapidly deteriorating balance of trade and balance of payments.

Reciprocity—that is the key issue. I would like to summarize the three ways 
in which the "deals" negotiated on chemicals in Geneva last year deprived the 
United States and its chemical industry of reciprocity.

1. 50%-20% Deal.—First, pursuant to their Trade Expansion Act authority, 
the U.S. negotiators agreed to an unreciprocal bargain—a patently unreciproeal 
deal. They agreed to reduce our chemical tariff by 50% in return tor reduction of 
20% by our principal European trading partners.

The key issue in determining reciprocity is the effect on future trade. Where
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costs of production abroad are lower than in the U.S., it takes a greater cut in 
foreign tariffs—assuming tariffs are the only trade barrier—to generate an 
equivalent export increase. If there were to be unequal cuts, clearly theirs should 
have exceeded ours.

Even when judged by the trade negotiators' own obsolete standard of equal 
percentage tariff reductions by both sides (rather than the future trade effect 
of the cut) the 50%-20% bargain agreed to in Geneva gives away a 30% 
reduction in excess of that which our own negotiators' standard of reciprocity 
would require.

2. "Separate Package".—Second, our negotiators agreed to the so-called "sep- 
erate package" agreement which it is now submitting to the Congress. Under this 
agreement the U.S. would abolish American Selling Price valuation and reduce 
still further the tariff on literally hundreds of chemicals in excess of the 50% 
reduction authorized under the Trade Expansion Act. In exchange for this 
concession, our European trading partners would reduce their tariffs by an 
additional 30% and thereby match the 50% reduction we agreed to in the 
Kennedy Round.

We have carefully studied this "separate package" and the effect it would 
have upon our industry. There is not the slightest question but that the retention 
of American Selling Price valuation and prevention of still further duty reduc 
tions on a plethora of U.S. products is of significantly greater trade value to 
this industry and to the United States than the additional 30% reduction in 
foreign tariffs which the "separate package" offers. The acceptance of this 
"package" will cause a substantial increase in chemical imports which will not 
be matched by additional exports from the reductions to be made by our 
trading partners.

3. Border Taxes ana Export Rebates.—Finally, these unreciprocal chemical 
deals were made still more unreciprocal by the border tax-export rebate 
mechanisms employed by most of our principal European trading partners. While 
we were agreeing to reduce substantially our entire barrier to their exports 
(tariffs), they were agreeing to lesser reductions in their tariffs, which are only 
a portion of their barrier to our exports. They made no reduction at all. in their 
border taxes, the other significant part of their over-all trade barrier.

As if this were not enough, our negotiators knew at the time they agreed to 
these "deals" that most of the Common Market countries would be raising their 
border taxes by more than they were agreeing to lower their tariffs. The end 
result was that their total barrier to our trade—tariff plus border taxes—will be 
higher after the entire Kennedy Round reduction than before the Kennedy Round 
began.

What the Common Market was giving with one hand in the form of tariff 
reductions, it was more than taking away with the other by raising border taxes. 
Moreover, our trade barrier was not only cut in half, it is still further under 
mined by increased European export rebates. Simultaneously, their over-all trade 
barrier to imports is higher than it ever was. What kind of reciprocity is that?

The lack of reciprocity in each of these three areas is manifest; combined it 
is nothing short of disastrous. We welcome the opportunity for this Committee 
to weigh the serious adverse economic effect which this gross lack of reciprocity 
will have upon our industry, its workers, and the U.S. balance of payments.
Foreign Reaction

The lack of reciprocity in these negotiations is underlined by the reaction of our 
European trading partners to the chemical deal. In announcing the successful 
conclusion of the negotiations, M. Jean Rey, the Common Market's chief 
negotiator, commented:

"The U.S. finally gave way on chemicals—which we, of course, had to give a few 
concessions. But all in all we are clearly happy about the outcome in that 
particular sector." Washington Post, May 16,1967.

That same week, Business Week carried a comment giving the reaction of 
European industry to the deal:

"Germany, big chemical makers are rubbing their lianas in anticipation. Says 
spokesman for Farbenfabriken Bayer, AG, 'we feel like a little boy who has 
been promised an electric train for Christmas.' " Business Week, May 20,1967.

The U.S. chemical industry agrees with the European negotiators and their 
industry representatives that they came out way ahead in the chemical 
negotiations.

I noted with interest that the Government told this Committee, in response to 
questions, that H.R. 17551 is not part of the Administration's balance of pay
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ments program. It is significant that the Government presented to this Com 
mittee no meaningful study of the balance of payments impact of the chemical 
deal negotiated in Geneva. Our industry has studied this matter carefully, for 
it affects us vitally and we are satisfied that because of the lack of reciprocity, 
our balance of payments will indeed suffer further serious setbacks.

My company and many of our member companies are international companies. 
We know that plants are being built abroad which will enable our foreign com 
petitors to flood chemicals into the U.S. markets. And we know that Japan and 
Europe, with the advantages of low-cost production and rationalization, have 
already taken over a larger share of the world export trade and can and will 
take over increasing shares of the domestic market and of our export business.
Recommended Actions

We say to the Committee as seriously as we can that the time has come for 
the United States to take action in this all-important trade field in its own 
interest. We welcome and support the views expressed by members of the Com 
mittee during this hearing and by representatives of industry and labor that 
the time has come for the United States to take action promptly.

First, we urge the Committee to act now by rejecting the separate package.
Second, we urge that the Committee deal affirmatively with the border tax 

issue to eliminate the disadvantages to our trade.
To eliminate these disadvantages we propose the United States act promptly 

to adopt its own border tax. The Government witnesses recognize that it would 
be legal for the United States, even under existing interpretations of the GATT, 
to adopt a border tax. If it is reasonable for imports into Europe to bear the 
burden of indirect taxes, it is equally reasonable, and indeed imperative, for im 
ports into the U.S. to bear this burden. Similarly, if it is reasonable for Euro 
peans to rebate or exonerate their producers from these indirect taxes to 
stimulate exports, it is equally reasonable and again imperative, for the U.S. to do 
this too. This first step will not eliminate our entire disadvantage, but it will be 
a needed first step in the right direction.

We should also continue to press for immediate action in the GATT to remove 
the remainder of the disadvantage to our tfade caused by the discriminatory 
interpretations currently placed on the GATT rules, letting it be known that 
if cooperative action is not forthcoming promptly, we will have to take the uni 
lateral action necessary to fully remove the remainder of the disadvantage to 
our trade.

This summarizes our position. Before asking Mr. Barnard to present to the 
Committee the facts upon which our appraisal is based, I would like to speak 
briefly as a private citizen, typical, I believe, of millions of my countrymen. I 
believe that our country's financial condition is in an extremely serious state 
and that basic and fundamental actions are necessary now to correct the down 
ward spiral we are in. We must return to a sound fiscal policy in our domestic 
programs and we must adopt a realistic and prudent attitude in our dealings 
with other nations. The actions of this Committee in insisting on realistic cuts 
in expenditures before agreeing to the tax surcharge has my admiration and 
support. The tax bill was a necessary step, but it is not the whole answer. Action 
is needed now to deal positively with our balance of trade and international 
currency crisis. I urge the Committee to provide sound leadership in this area 
as it did in taxes to find a solution promptly.

STATEMENT OP ROBERT C. BARNARD, COUNSEL FOR THE SYNTHETIC ORGANIC 
CHEMICAL MANUFACTURERS ASSOCIATION AND THE DRY COLOK MANUFACTURERS 
ASSOCIATION
My name is Robert C. Barnard. I am counsel for SOCMA. My firm is also 

counsel for the Dry Color Manufacturers Association (DCMA), an association of 
23 manufacturers of dry colors used in plastics, inks, rubber, linoleum, paints, 
etc. With the Committee's permission I would like to submit a list of members 
for the record. In the interest of consolidating statements, as the Committee 
has requested, my statement is on behalf of both SOCMA and DCMA.
The "Credibility Gap"

Before getting into my testimony, I could not help but note during the 
course of these hearings that a number of members of this Committee have
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commented upon the differences in the evaluation of import problems with respect 
to particular products which they got from industry as compared to those that 
they got from the Government witnesses. It was noted that there is apparently a 
"credibility gap". I doubt that this "credibility gap" will be more apparent any 
where than in this discussion of American Selling Price (hereinafter referred to 
as "ASP").

During the course of my testimony I will refer to several of the more salient 
examples of this "credibility gap". However, I would at the outset like to point 
out one of them which deserves particular comment and which does not fit in 
the rest of my testimony.

On page 21, the Government's testimony contains the following statement: 
"The competitive strength of the U.S. chemical industry is nowhere better 

demonstrated than in its large and consistently growing surplus in world trado. 
United States' exports of chemicals and allied products have increased steadily 
from $1.8 billion in 1961 to $2.8 billion in 1967, an increase of 57 percent or an 
annual average increase of 7.7 percent. During the same period imports increased 
from $732 million to $963 million, an average annual increase of only 4.7 
percent."

Table 9

U.S. CHEMICAL EXPORTS, IMPORTS, AND TRADE BALANCE 
BY PRINCIPAL DESTINATION AND SOURCE, 1961-1967

(Millions of dollars)

SITC Section

IMPORTS FROM; 

World A4f=
5 All Chemicals

1961 732

1962 766

1963 714

1964 707

1965 778

1966 942

196?!/ 963
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This statement is supported by Table 9 submitted by the Government, the 
relevant portion of which is reproduced facing page 4 with adjustments to 
reflect the effect of uranium oxide imports.

The figures contained in Table 9 are extremely misleading. The chemical figure 
for 1961 as published in the Department of Commerce's United States Imports of 
Merchandise for Consumption—1961 Annual, FT 110, for that year is $390 mil 
lion, not $732 million; the published figure for 1962 is $417 million, not $766 
million, as stated by the Government; the figure for 1963 is $558 million, not $714 
million as stated by the Government. The remainder of the figures are the same 
as the figures reported by the Department of Commerce for those years.

Now we know how the Government got the figures in Table 9. From 1942 to 
1960 the substantial U.S. imports of certain radioactive materials such as 
uranium ore and uranium oxide were confidential—presumably because of their 
relation to the atomic stockpile. In 1960 these figures were released and these 
imports were classified as metals. In September 1963, uranium oxide and a 
number of other products were reclassified and put into the chemical schedule. 
So what the Government has done is to go back and change the figures from 
1961 to 1963 for U.S. chemical imports to include these reclassified imports.

The interesting thing is that uranium oxide imports in 1961 accounted for 
$276 million or almost 40% of the U.S. chemical import figure reported by the 
Government in Table 9. Since that time uranium oxide imports have declined 
drastically until in 1967 uranium oxide imports accounted for only $16 million 
out of total chemical imports of about $958 million.

By going back and including uranium oxide in imports for preceding years 
the Government has presented an extremely distorted view of what would 
appear to be a very minimal increase in U.S. chemical imports. All of this with 
out a footnote of any kind to indicate what had been done.

If uranium oxide imports are excluded, the picture is changed drastically. The 
Government's statement would then have had to state that chemical imports 
increased from $456 million (not $732 million) to $947 million, an average 
annual increase of more than 13% a year, instead of 4.7%. In other words, instead 
of indicating that U.S. chemical exports were increasing at almost twice the 
rate of U.S. chemical imports, it should have said that U.S. chemical imports were 
increasing at almost twice the rate of our chemical exports. When they insist 
upon using figures like these, and in a manner which creates a misleading 
impression, is there any wonder that there is a "credibility gap"?

I. ASP AND THE "SEPARATE PACKAGE"

It is important at the outset to clarify what the issue is in view of the comment 
in the press and elsewhere about "ASP" and the "separate package". ASP is 
generally described by foreigners, and even by our own negotiators, as an out 
dated invidious device which the United States applies surreptitiously to raise 
the duties on chemicals for purposes of protecting its overgrown "infant" 
chemical industry. Obviously since we do not believe this to be the case, it is 
important to understand what ASP valuation is and isn't—why it was created 
and why it is still so important to the benzenoid chemical industry today. Equally 
important is the necessity of distinguishing ASP from the "separate package" 
presently before this Committee. It is not just retention of ASP, it is the 
"separate package" agreement and its impact on the industry and the United 
States.

First, what is American Selling Price valuation? It is a method of valuation 
under which the duty is based on a percent of the wholesale price of the com 
parable domestic product rather than upon the price of the imported goods as 
in the case of export value, more commonly used by the United States, or Brus 
sels (c.i.f.) valuation more commonly used by many of our principal trading 
partners. If there is no comparable domestic product, ASP valuation does not 
apply.
ASP Versus Other Methods of Valuation

The principal difference between American Selling Price valuation and these 
other methods is that the duty is tied to prices and costs in this country rather 
than those abroad. ASP can be described as a most favored nation tariff—the 
same amount of duty is paid irrespective of where the product comes from.1

1 The rate of duty for Communist Bloc Imports Is, of course, higher. This Is due to the 
rate of duty which Is higher for all Imports from the Communist Bloc, not just chemicals.
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Unlike "export value" it does not discriminate by providing low-wage countries 
with a tariff advantage on top of the cost advantage they already enjoy. Unlike 
Brussels valuation, which uses the c.i.f. value, ASP does not discriminate against 
a country that is further away or which has to pay discriminatory freight rates.

ASP valuation does not require an imported product to pay any more duty as 
the price of the import goes up or down. The amount of duty remains the same. 
But it does not further accentuate the cost disparity between the U.S. and 
foreign producers by providing imports with a tariff saving on top of the substan 
tial cost advantage they already enjoy.

If you just stop to think about it a moment, "export" and Brussels valuation 
can be said to "subsidize" price cutting by imports. Under a 25% duty based on 
export value, the United States is in effect subsidizing 25% of any price cut made 
by foreign producers. For every dollar they lower their price, the United States 
collects 25 cents less duty. A dollar price cut costs them only 75 cents.

American Selling Price valuation should be judged on its merits as a method of 
valuation. Judged by objective standards it is not only an excellent basis of 
valuation, but a much better method of valuation than either "export value" or 
the Brussels method—

1. It is more certain;
2. More readily ascertainable by customs officials, importers and domestic 

industry alike;
3. Less subject to manipulation ; and
4. More consistent with the purpose of a tariff in offsetting differences in 

production costs here and abroad.
I would like at this time to submit a memorandum on this point which evalu 

ates ASP and other methods of valuation based upon these objective standards, 
and answers the criticisms made in these hearings.
Industry Proposed, Amendments To Answer Criticisms of ASP

The criticisms of ASP valuation made by the Special Representative for Trade 
Negotiations seem particularly inappropriate. While we have yet to be shown 
concrete examples in support of their criticisms, we have responded to them. 
In meetings several years ago with the Bureau of Customs and the Office of 
the Special Representative and in subsequent correspondence, we pointed out 
that to the extent that there were any problems we were willing to support 
appropriate amendments to remove them. However, they were much more 
determined to eliminate ASP valuation than to cure any alleged defects in it. 
I would like to submit our correspondence on these points for the record.

But we have no cure for the main criticism of ASP made by the Special 
Representative—simply because it is invalid! The Special Representative main 
tains that the most sinister thing about ASP is that by raising the ASP the 
domestic industry can raise the amount of duty paid by imports and thereby 
obtain a competitive advantage. I can assure him that the domestic industry 
would hardly risk fixing prices in violation of the antitrust laws in an effort to 
raise the amount of duty to be paid by imports.

Even if they did, it would not make the domestic industry competitive with 
imports—indeed, it would make it less competitive. Assume, for example, a 
prod-net with an ASP of $1.00, and a 40% ASP duty (the highest ASP dye 
duty in effect at the time of the Kennedy Round). If the product sold in the 
U.S. for 990, 40^ would be duty, but it would still have a 10 competitive advan 
tage over the domestic product. If domestic producers raised the ASP to $1.10, 
the import would have to pay 40 more duty, thereby raising its price to $1.03. 
But, instead of decreasing the competitive advantage of the import, the competi 
tive advantage would actually increase from 10 (990 vs. $1.00) to 70 ($1.03 
vs. $1.10). The reason is simple—the tariff only offsets 40% of any increase in 
the domestic price.
Reasons for Adoption of ASP Valuation

Contrary to some folklore, ASP valuation was not developed for purposes of 
protecting the "infant" domestic chemical industry. In 1922, this Committee 
reported a bill, later to become the Fordney-McCumber Tariff Act, which 
established American Selling Price valuation for all imports. This Committee 
stated:

"There are two chief considerations which influenced the committee to 
recommend the adoption of the American valuation basis:
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"(1) The assessing of duties on home values will to a large degree eliminate 
fraudulent undervaluation, a long-continued practice.

"(2) The assessment of ad valorem duties in American values will equalize 
the amount of duty to be collected on similar articles from various countries, 
regardless of variation in foreign market values and fluctuations in currency." 2

On the latter point, the Committee pointed out:
"An ad valorem duty assessed on a low foreign value affords little or no 

protection. Likewise, an ad valorem duty assessed on a high foreign value 
may make the duty much larger than is necessary. An ad valorem duty assessed 
upon foreign values affords the largest measure of protection where protection 
is least needed and gives the smallest degree of protection where protection 
is needed the most." *

The Senate subsequently limited ASP valuation to benzenoid chemicals and 
to the flexible tariff provision where "foreign valuation proves to be an uncer 
tain basis for the levying of ad valorem duties". 4 The Congress was intensely 
aware that foreign prices provided a particularly uncertain basis of valuation 
for benzenoid chemicals because of the operation of the European chemical 
cartel, led by the Germans. The Committee reports and debates in 1922 and 
1930 are replete with references to this cartel and its predatory pricing practices. 
In 1930 floor debates, Senator Goff pointed out:

"Under foreign valuation the European dye cartel can make a selective 
attack on the American coal-tar chemical industry and eventually drive Ameri 
can manufacturers out of business. The cartel can fix the foreign valuation on 
any group of dyes so low that the American manufacturer will be unable to 
compete, regardless of how high the rates of duty may be." 71 Gong Rec. 3011 
(Feb. 4,1930). [Emphasis added.]

Thus, the need for a certain and effective basis of valuation to deal with 
foreign pricing practices led to the establishment of ASP valuation for benzenoid 
chemicals. These same reasons require the retention of ASP valuation today.
Same Reasons Require ASP Today

Prices Uncertain.—The uncertainty inherent in the use of foreign export value 
as a method of valuation for benzenoid chemicals is manifest. There simply is 
no single foreign export value—and published lists are virtually non-existent. 
Foreign producers export at a wide range of prices—rationalization of produc 
tion abroad allows them to do so and their dependence upon export markets 
requires it.

In connection with the Tariff Commission hearings on the converted rates, 
we were denied access to the prices at which foreign producers were selling 
benzenoid chemicals into the United States. Consequently, we had to obtain for 
eign export values from customs sources abroad. The result was a computer 
tabulation covering over 10,000 transactions which fully documented the wide 
disparity in the prices charged by foreign chemical producers in export sales. 
Prices for the same product from the same country varied as much as 100% in 
the same year. I would like to submit a copy of this computer tabulation for 
the record.

In connection with the Tariff Commission's hearings to establish converted 
rates, the Department of Commerce tried in vain, via our Embassies abroad, to 
obtain foreign chemical prices. The Embassies uniformly reported what we al 
ready knew: such prices were simply unavailable ; there are no published prices. 
I would like to submit eopiesnf "these Foreign Service dispatches for the record.

Considering this lack of reliable information on export values, where will 
Customs be able to confirm these values, or do they just accept the word of for 
eign producers who already sell at a wide variety of export prices and who will, 
in most instances, be selling to their own U.S. subsidiaries? In this connection 
I should point out that the Tariff Commission found that sales by foreign man 
ufacturers to their U.S. subsidiaries accounted for 56% of the value of all ben 
zenoid imports in 1964.6 In such cases, the price charged for the import would 
simply be a matter of whether the foreign company wanted to take the profit 
here or abroad—it would all be going into the same pocket anyway.

' House Committee on Ways and Means, General Tariff Revision, H.E. Kept. No. 248, 
Part I, 67th Cong.. 1st Sess. 21 (1921). 

" Id. at pp. 21-22.
4 Senate Committee on Finance, Tariff Bill, S. Rep. No. 595, Part I, 67th Cong., 2d Sess. 3 

(1922).
5 Tariff Commission Publication 181, p. 22 (July, 1966).
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Cartels.—The European chemical cartel is still with us. Japan not only does 
not prohibit, but actually requires its chemical producers to rationalize pro 
duction and divide markets. Neither the EEC nor the German cartel law pro 
hibits rationalization of production, division of markets, or even price fixing in 
the export sales outside the EEC. Late last year the German Cartel Authority 
fined the principal German dye producers, the remainder of the old I.G. Farben 
trust, for conspiring with Swiss, English and French producers to fix prices.

The German Cartel Authority opinion deals only with that portion of the 
group's actions which related to German prices and therefore illegal under Ger 
man law. Inasmuch as no issue of illegality under German law would be involved 
in rationalization of production, price fixing on exports, or other predatory prac 
tices affecting the U.S. market, such matters are not dealt with in the opinion— 
although it is a little difficult to believe these matters were not dealt with in the 
course of the meeting. Indeed, the price fixing in Germany was merely a "Mis 
cellaneous" matter on the meeting's agenda. I would like to submit a copy of 
the decision of the German Cartel Authority, and a translation, for the record, 
as well as several articles concerning rationalization of production in Japan.

In the light of these unfair methods of competition used by many of our for 
eign competitors—the same methods which concerned the Congress in 1922 and 
1930—there are the same reasons for retention of ASP valuation now as existed 
years ago. While ASP will not insulate the domestic industry from the effects 
of these unfair methods of competition, it will at least assure that U.S. tariff 
valuation is not undermined by the use of varieties of prices manipulated by a 
foreign cartel, or by prices which benefit from rationalization of production, 
market-sharing agreements, and other unfair methods of competition.
The "Separate Package"

That pretty well sums up what ASP is. The "separate package" before this 
Committee, however, is really more than whether or not to retain ASP valuation 
for benzenoid chemicals. The "separate package" agreement would not only 
eliminate ASP valuation; it would, as we shall show later, further reduce tar 
iffs on hundreds—indeed even thousands—of benzenoid chemicals by consider 
ably more than the 50% reduction authorized by the Trade Expansion Act; it 
would constitute Congressional approval of a wholly unreciprocal deal that will 
have a serious adverse economic effect upon the domestic chemical industry, its 
workers and the United States balance of payments.

You know this ASP issue is really quite unique. We are told it became an 
"emotional issue" with the Europeans. In fact, ASP became a great negotiating 
ploy. Our trading partners took ASP valuation, which affects only $50 million 
in trade—less than 5% of our chemical imports and less than 2/10 of 1% of 
total U.S. imports—and below it into the biggest issue of the Kennedy Hound. 
Professor Stanley Metzger, since appointed Chairman of the Tariff Commission, 
analyzed the ASP negotiations in 1967 and speculated that the ASP issue was 
pressed to reduce the 50% tariff reduction target to a lower figure." This turned 
out to be a shrewd analysis for in the end we gave in to the pressure and 
accepted a 50%-20% deal on chemicals, a "heads they win, tails we lose" deal 
which will harm our chemical industry and benefit theirs for years to come.

At the same time they not only ignored our demands for meaningful conces 
sions on agricultural products but actually extended the application of their 
variable levies which affect more than $600 million in U.S. agricultural exports— 
10 times more trade than is affected by ASP. I am sure you recall the testimony 
of one of our agricultural exporters who told the Committee that ASP is a 
"paragon of virtue" compared to the variable levy. The Europeans also carried 
forward their plans for raising their border taxes and export rebates, which 
affect all U.S. trade by amounts that will more than offset their tariff reductions 
in the Kennedy Round.

At a time when our balance of payments was steadily worsening, they were 
not only able to ignore our justifiable demands on billions of dollars of trade, 
but were able to get us to accede to their demands on ASP.

8 In testimony before the House Foreign Affairs Committee on February 16, 1967 
(Hearings on the Foreign Policy Aspects or the Kennedy Round), Professor Metzger said 
(P- 34) :

"As with disparities, while one can never be sure of another's motives, it is possible that 
the EEC originally raised the ASP issue largely in order to reduce the 50 percent-reduction 
target figure to a much lower figure, which would eliminate the political consequences and 
reduce the significance of the economic consequences of the Kennedy Round."
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II. THE 60 PEBCENT-20 PEKCENT DEAL IS UNBECIPEOCAL

Having put the ASP issue into context, I would now like to turn to the three 
areas in which the U.S. and its chemical industry were deprived of reciprocity. 
The first area is what we call the 50%-20% deal—the deal which laid the basis 
for the so-called "separate package" presently before this Committee.

In 1962, this Committee approved and the Congress passed the Trade Expansion 
Act providing our trade negotiators with the broadest grant of tariff-reducing 
authority in our history. However, the Act provided no authority to negotiate 
any change in American Selling Price valuation or in any other method of 
valuation, or to reduce tariffs in excess of 50%. Both Congress and business had 
every reason to believe, and indeed to expect, that our trade negotiators would 
not exceed the broad grant of authority accorded to them.

Our negotiators have said that ASP valuation was a major issue "from the 
beginning of the Kennedy Round". Despite this fact and their admitted lack of 
authority to negotiate either ASP or reductions in excess of 50% under the 
Trade Expansion Act, our negotiators, during this 5-year period, did not at 
any time request from the Congress the authority necessary for them to 
negotiate.

In June 1966, after our negotiators had made manifest their intent to 
negotiate away American Selling Price valuation, the Senate expressed its 
concern by passing Senate Concurrent Resolution 100, which reminded our 
negotiators that tariff-making is a Congresisonal function. The Resolution 
warned them not to negotiate outside of the broad authority contained in the 
Trade Expansion Act without obtaining the necessary authority from Congress 
in advance. They chose, however, to disregard this clearly expressed view of 
the Senate.

Promises Made.—In an apparent attempt to justify their disregard of Senate 
Concurrent Resolution 100, our negotiators repeatedly and publicly promised 
the industry and the Congress that any agreement negotiated with respect to 
ASP would be "a separate self contained and self-balancing agreement which 
the Congress will ~be free to consider on its merits without constraint". 7

The separate package was to be (1) reciprocal, and (2) supported by separate 
consideration for the oenzenoid chemical industry. They told us that "with 
respect to benzenoid chemicals in particular, any concession by the U.Si on 
ASP would require signficant liberalization of the protection now imposed by 
the EEC, in particular, upon imports of benzenoid chemicals".8 Moreover, they 
went to great lengths to emphasize that the "separate package" was not to, and 
I quote, "be connected with large areas of tariff cuts within the Kennedy Round. 
Because then it would be a fait acompli, and then we would be holding a gun 
at the head of Congress, in effect saying, 'if you don't do this you would endanger 
this great negotiation' ".9

The negotiators have done precisely the opposite of what they promised—and 
widened further the "credibility gap". They negotiated a deal whch is neither 
"separate, self-contained [nor] self-balancing". From the outset the EEC insisted 
that they were unwilling to make any concessions for ASP. So it was necessary 
to put together a deal which would involve no extra consideration by the 
Europeans and yet at the same time have the appearance of the "separate 
package" that had been promised. This was done by negotiating a patently 
unreciprocal 50%-20% deal on chemicals in the Kennedy Round, which per 
mitted the Europeans to "load" the "separate package" with the other 30% of 
the Kennedy Round cut.

This "package" is in no way "separate"—it is inextricably and purposefully 
tied to the chemical negotiations in the Kennedy Round. The "package" is not 
supported by any independent consideration for the benzenoid chemical indus 
try—indeed there is considerable doubt as to whether there is any independent 
consideration at all. The deal merely purports to return to us the 30% hostage 
•which we have already bought and paid for by our 50% Kennedy Round cut 
Moreover, a part of the actual Kennedy Round concessions (as distinguished

7 Hearings Before the Senate Finance Committee on Trade Policies and the Kennedy 
Round, March 10, 1967, p. 35.

8 Speech by the General Counsel of the Office of the Special Representative for Trade 
Negotiations, Nov. 10, 1966.

• Bearings Before the Senate Finance Committee on Trade Policies arub the Kennedy 
Round, March 10, 1967, p. 32.
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from "separate package" concessions of the EEC and U.K.), of Austria, Finland, 
Norway and Sweden are tied to implementation of the separate package.

Since the "separate package" is tied to one of the larger areas of tariff 
cuts within the Kennedy Round—the cuts made in the chemical sector—they 
have adopted a "gun to the head" approach by presenting the Congress and 
this industry with a fait accompli under which we are asked to choose—a real 
Hobson's choice—between the "separate package" deal and the 50%-20% deal 
negotiated on chemicals in the Kennedy Round, both of which are unreciprocal 
and injurious.
"Balanced, Deal" Rationalization

Obviously in order to be able to categorize the "separate package" as "sep 
arate" our negotiators are now forced to contend that they obtained a "bal 
anced deal" on chemicals in the Kennedy Round and in the "separate package", 
and indeed that the United States came out far ahead. To do this the negotiators 
discarded the linear reduction theory upon which the Kennedy Round was 
premised, and developed a new theory in an attempt to justify having given 
a 50% cut in return for a 20% cut.

Their "balanced deal" theory is basically that because the value of our 
chemical exports is almost three times as high as our imports, we actually come 
out ahead when the percent of reduction is weighed by the volume of trade. 
We cut our tariffs by more than twice as much as the Europeans, but this is out 
weighed by the fact that their cuts applied to almost 3 times as much trade.

The logical extension of this contrived theory is that in return for a 33% 
cut by them, we should have cut our chemical tariffs by 100% and that in 
return for the 50% cut they ultimately made under the "separate package", 
we should have cut our tariffs by 150%, that is, we should have agreed to 
pay to them 50% of our existing tariff whenever we import chemicals from them.

This unique theory seems to have been invented for, and to apply only to, 
our chemical deal .with the EEC and the U.K. It does not appear to have been 
applied across the board to other product areas in whch we import considerably 
more than we export. Indeed, it was not even applied on a most-favored-nation 
basis within the chemical sector. Only the EEC and the U.K. got a 50%-20% 
deal. Other chemical trading partners, such as Japan, with similar trade balances 
paid 50% for our 50% cut.

Our trade negotiators' "balanced deal" theory in no way takes into account 
the key issue in determining reciprocity, which is the effect which tariff cuts will 
have upon future trade. While the Government speaks of a "fair and balanced 
exchange of trade opportunities" (Government Statement, p. 61), it has presented 
no meaningful studies as to what the future trade effect would be.
The EEC's 20% Kennedy Round "Reduction"

As if the 50%-20% deal were not enough, there was still further reason for 
the European rejoicing referred to by Mr. Turchan in his statement. The 20% 
cut accepted by the United States meant that in four of the six Common Market 
countries the duty paid by chemicals would actually be higher after they make 
their 20% cut on July 1 than it was before. As shown by the following table 
released by the EEC,10 on July 1, 1968, the average German chemical tariff will 
actually rise from 11.5% to 11.7%—a rise of 1.7%—and for the Benelux countries, 
the duty on chemicals will increase from 10.3% to 11.7%—an increase of 13.6%.

Current tariff rates in percent Common external tariff

20 percent 
Sectors France Italy Benelux Germany Now cut 1 Jan. 1,1972

14.0
14.4

14.5
13.8

10.3
11.2

11.5
11.0

13.7
12.8

11.7
10.7

'7.1
7.5

' The heading "20 percent cut" is misleading. The reduction from the common external tariff (13.7 to 11.7 percent) 
Is only a 14.6-percent reduction. The French and Italian reductions are 16.4 and 19.3 percent, respectively, and, as 
stated above, trie German and Benelux tariffs actually rise by 1.7 and 13.6 percent, respectively.

1 The Jan. 1, 1972, rate for chemicals assumes implementation of the separate package.

10 COH Gammon Market Reporter, Vol. II, K9227 (April 1968) ; from data released by the 
EEC Commission.
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Thus, despite their 20% tariff "reduction", the duty on U.S. chemicals enter 
ing Germany and the Benelux countries will actually be higher after the cut 
than before. This is particularly significant when you consider that Germany 
and the Benelux countries account for over 70% of U.S. chemical exports to the 
EEC and EFTA combined. Indeed, if we use the negotiators' weighted trade 
theory, the EEC's Kennedy Round "reductions" actually amount to a 2% tariff 
increase.

Where is the reciprocity when we have reduced our chemical tariffs by 50% 
in return for foreign tariff concessions which actually result in a rise in the 
duties applicable to our products ?

I believe this analysis pretty clearly demonstrates that the 50%-20% deal 
made in the Kennedy Round was unreciprocal. Even under the negotiators' own 
linear standards of equal percentage cuts, the European countries should have 
been required to pay at least 50 percent in return for our 50 percent cut. If 
reciprocity is measured, as it should be, by the amount of trade which would 
flow from a given reduction, it is clear that the Common Market's reduction 
should in fact have been much greater than ours.

The conclusion to be drawn from this is quite clear—there simply is no inde 
pendent consideration for either the elimination of ASP or for the substantial 
reductions in excess of 50% which would result from implementation of the 
"separate package". The "additional" 30 percent which we are being "offered" 
is already more than due in return for the 50 percent reduction which we agreed 
to make in the Kennedy Round.

III. THE SO-CALLED "SEPARATE PACKAGE" REDUCES MOST BENZENOID TARIFFS BY MORE 
THAN 50 PERCENT AND IS IRRECIPROCAL

I would like to now focus upon the second area in which the United States 
and its chemical Industry were deprived of reciprocity—the "separate package." 
The "separate package" agreement which would be implemented by H.R. 17551, 
provides for still further reductions in excess of the 50 percent reduction made 
on all benzenoid chemicals in the Kennedy Round. These further reductions 
result from (1) the adoption of converted rates of duty which do not provide 
protection equivalent to the ASP rates and (2) the further reduction of many 
of these converted rates below certain "ceiling rates" agreed to by the negotia 
tors. This agreement would require reduction in excess of 50% not only on the 
vast majority of the benzenoid chemicals produced by the domestic industry but 
on 9 non-benzenoid chemicals as well.
Inequivalent Converted Rates

I would like to first deal with further reductions which result from the elimina 
tion of ASP valuation via the adoption of the converted rates of duty developed 
by the Tariff Commission. These converted rates do not provide the domestic 
industry with protection equivalent to that accorded under ASP valuation. 
This fact was specifically recognized by the Tariff Commission, which stated in 
its Report, TC Publication 181, July 1966 (p. 53), that:

"... co schedule of converted rates could be devised which would provide for 
future imports 'protection' equivalent to that afforded by the ASP system."

However, in order to analyze the economic effect of adoption of the proposed 
converted rate, it is not sufficient just to know that the rates do not provide 
equivalent protection. We must in some way assess just how inequivalent the 
converted rates really are. While time will not permit me to deal with the 
complicated matter of converted rates in any great detail, I believe it would be 
helpful to review briefly just what we mean by the term "converted rate".

The converted rate is the rate which, when applied to the more commonly 
used "export value" method of valuation, yields the same amount of duty on 
a product as would have been yielded by application of the current statutory 
rate to the American Selling Price of the product. Thus, a product which cur 
rently bears a 25% duty based upon the American Selling Price, which has an 
American Selling Price of $2.00 and a foreign export value of $1.00, would have 
a converted rate of 50% in order to yield the same amount of duty. You need only 
divide the American Selling Price by the foreign export value and multiply the 
result times the present ASP duty in order to obtain the converted rate. It is 
important to note that the greater the disparity between the U.S. price and the 
foreign price, the higher the converted rate as compared with the present ASP rate.
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With this background I think that you can see the basic deficiencies in the 
converted rates developed by the Tariff Commission. In examining these de 
ficiencies it is necessary to distinguish between the converted rates for prod 
ucts specifically named in the tariff and the converted rate developed for the 
"basket" categories. Neither provide protection equivalent to the ASP rates, but 
they are inequivalent for somewhat different reasons. The rates for named 
products were fairly equivalent as of 1964, but subject to erosion, while the 
rates for the basket categories were grossly inequivalent to begin with—indeed, 
they amounted to a substantial unilateral tariff reduction.
Rates for Named, Products Are Subject To Erosion

The converted rates developed by the Tariff Commission for named products 
were a little too low due primarily to reconstructing export values after the fact, 
but on the whole these rates do provide a substantial degree of protection, at 
least as of 1964. Irrespective of how equivalent the converted rates on named 
products may have been as of 1964, they were subject to erosion. Any converted 
rate will only remain equivalent as long as the basic relationship between the 
ASP and the foreign export value remains the same. If after conversion this 
basic relationship changes, then the equivalency of the degree of protection will 
also change.

Because the switch to export value would provide an added Incentive for lower 
ing the export value in order to obtain a lower duty, it will place in the hands 
of foreign producers the ability and the incentive for eroding away even the 
most equivalent converted rate. It is quite clear that even the most equivalent 
converted rate based upon 1964 data will soon be eroded away because it is clearly 
in the foreign producers' interest to do so. Remember the wide range of prices 
at which foreign producers sell and that 56% of benzenoid imports are trans 
actions between foreign companies and their U.S. subsidiaries in which the 
price of the import transaction is merely a question of where to take the profit.
The Converted Rates for the Baskets Result in Substantial Unilateral 

Tariff Reductions
Although also subject to erosion, the converted rates for the basket categories 

suffer from a much greater defect—they did not even begin to provide equivalent 
protection as of the 1964 base year. Indeed, as I mentioned a moment ago, theso 
converted basket rates resulted in substantial unilateral tariff reductions-

Importance of the Basket Rates.—These basket rates are extremely impor- 
tant. Over 95% of the benzenoid products produced commercially in the United 
States are not named in the tariff and consequently must derive their tariff pro 
tection from the rates established for the so-called "basket categories." For ex 
ample, the dye and pigment baskets alone account for over 90% of the more than 
2,000 dyes and pigments produced domestically and represent approximately 60% 
of the total value of domestic production. The Special Trade Representative 
further emphasized the importance of these "baskets' 1 when he pointed out that 
the basket rents are the "key to the future" for it is the basket rates which will 
apply to "tomorrow's products".

The Competitive-Noncompetitive Distinction.—Yet it is in this critical area 
that the Tariff Commission's converted rates have their most serious deficiency. 
The Commission failed to distinguish between competitive and noncompetitive 
products in establishing converted rates for these "basket categories."

ASP valuation is applicable only to "competitive'' imports, those which com 
pete directly with identical products manufactured domestically. The noncom 
petitive products, which do not compete directly with domestically manufac 
tured products, are valued in accord with the more common export valuation 
methods therefore their converted rate is essentially the same as the existing 
rate. In terms of providing equivalent protection for products of U.S. industry, 
only the converted rates for competitive products are relevant.

Yet the Commission found that it was precluded "by the request of the 
Special Representative" from distinguishing between products on the basis of 
their competitive status even though it was recognized that to do so would have 
provided "a more equivalent degree of protection". (TC Publication 181, p. 55.)

In view of the instructions of the Special Representative, the Commission, 
in order to establish the converted rates for the basket categories, averaged to 
gether the converted rates for competitive and noncompetitive products with the 
anomalous result that the effective rates of duty on noncompetitive products 
were increased while the effective rates for imports for competitive products
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were substantially reduced. Because in most instances the value of noncompeti- 
tive imports in the baskets were greater than the value of competitive pro 
ducts, the converted rates for the baskets were weighted heavily downward. 
Consequently, the effective rates of duty on competitive products were reduced 
much more than the effective duty on noncompetitive products were raised.

Unilateral Reductions,—Thus, the failure to distinguish between competitive 
and noncompetitive imports resulted in converted rates that amounted to a 
unilateral tariff reduction of from 14% to 44% for the large portion of domestic 
products, including the important "products of the future", which will have 
to derive their tariff protection from the basket categories.

I would like to illustrate this point with the following example: On the basis 
of its own data, the Tariff Commission informed us it found that the average 
converted rate for competitive dyes imported in 1964—covered by the basket 
406.50—was 72% while the average converted rate for noncompetitive dyes was 
approximately the same as the existing statutory rate of 40%. By averaging all 
of these converted rates together on a weighted average basis, which gave added 
emphasis to the noncompetitive converted rate inasmuch as the value of such 
imports were almost twice that of competitive imports, the Commission came 
up with a rate of 48% for the basket category.

Based upon the Commission's own data, this constituted a 33% decrease— 
72% to 48%—in the average level of tariff protection accorded dyes produced in 
the United States. The same averaging system resulted in similar unilateral 
tariff cuts on 'competitive products in the important basket categories, as shown 
in the following table:

[In percent]

4ro fin
40515
40540
40650
406.70
408 BO

TSUS

Converted 
ad valorem 

rate on 
competitive

products
based on

Tariff
Commission

data

............... 42

............... 39

............... 53

................ 72

............... 77
.............. 64

Tariff
Commission

converted
rate

36
25
36
48
43
54

Unilateral
tariff

reduction

14
29
32
33
44
16

I emphasize that .these figures on unilateral tariff cuts as a result of the con 
version alone are based upon the Commission's own data. Industry data indi 
cates that the unilateral cuts were actually greater.
The "Ceiling Rates" Resulted in Tariff Reductions Substantially in Excess of 

50%
The unilateral tariff reductions accorded by the Tariff Commission's con 

verted rates were further compounded by the "ceiling rates" agreed upon by the 
trade negotiators. The "separate package" agreement not only provides for the 
adoption of the inequivalent converted rates, but also requires that many of 
those rates be still further reduced to agreed-upon "ceiling rates". With respect 
to most benzenoid products produced in the United States the combination of in- 
equivalent converted rates plus the "ceilings" result in tariff reductions con 
siderably greater than the 50% reduction authorized under the Trade Expansion 
Act.

Basket Rates.—The Government witnesses insist that the reductions in the 
baskets—the "key to the future"—are less than 50%. Their claim is predicated 
on the Tariff Commission's converted rates which are based on the mixture of 
competitive and noncompetitive products; it disregards the only relevant rate 
for measuring the tariff reductions for products produced in the United States.

Since the Special Trade Representative's directive prevented the establishment 
of equivalent converted rates for competitive products in the basket categories, 
the Government is attempting to "lift itself up by its own bootstraps" by claiming 
these inequivalent converted rates as an appropriate starting point for measur 
ing the percent by which the basket categories were reduced.
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If the proper measure of reduction on competitive products—the average con 
verted rate for competitive products—is used, the Commission's own data shows 
that the total reduction on competitive products exceeds 50% in the important 
basket categories. The following table is illustrative:

[In percent]

403.60
40515
40540
406.50
4%?n
40860

TSUS

Tariff
Commission

converted
rate for

competitive 
imports

. — — ........ M6
.............. 145
——........ '61
.............. 72
.............. 77

165

SIR table 10
final

ad valorem 
equivalent

20
15
20
30
30
20

Total 
reduction

57
67
66
59
61
69

' Tariff Commission's converted ad valorem rate for competitive products adjusted for the specific duty in order to 
reflect the ad valorem equivalent.

Specifically Named Products.—Whatever equivalency there may have been 
in the converted rates for individually named products as of 1964, the "ceiling 
rates" agreed to in Geneva resulted in tariff reductions substantially in excess 
of 50% for virtually all of these products. In order to demonstrate the magnitude 
of these reductions, we have taken Table 10 submitted by the Government and 
inserted a new column showing the percent reduction for the specifically named 
products based on the Government's own figures.

Table 10 as so modified is attached. It shows that out of 61 TSUS items covering 
specifically named competitive products for which the Government has shown 
ad valorem equivalents, 42 have a total reduction in excess of 50%, 23 in excess 
of 60%, 9 in excess of 70%, and 3 in excess of 80%. (Table 10 as modified is at 
tached as Appendix 1.)

The majority of the competitive products specifically named have total tariff 
reductions of 60% or more.
Significance of Cuts in Excess of 50%

In connection with all of the reductions in excess of 50% that I have mentioned, 
it is important to note that a 60% reduction in the present rate of duty is the 
same as an additional 20% cut on top of the 50% cut authorized under the Trade 
Expansion Act, and a 75% reduction in the present rate is the same as two 
successive 50% cuts.

In this connection, it -should be noted that the last AFL-CIO convention passed 
a resolution on ASP which states:

"No tariff cutting, beyond the authorization of the Trade Expansion Act, 
should be approved if there is any change of methods of valuation such as Ameri 
can Selling Price."

While "not arguing either for or against retention of ASP", Mr. Andrew Bie- 
miller testified on behalf of the AFL-CIO that:

"Those who support -the removal of American Selling Price valuation argue 
that the four industries—benzenoid chemicals, canned clams, wool-knit gloves 
and rubber soled footwear—should not have a separate method of valuation be 
cause no other industry enjoys this special method of protection. By the same 
token, it seems reasonable to us that no industry should be given different treat 
ment by being asked to absorb a greater than 50% out." [Emphasis supplied.]

Yet the "separate package" agreement before this Committee wwuM require 
our industry to absorb cuts in excess of 50% on the vast majority of the ben 
zenoid chemicals produced in the United States and on 9 non-benzenoid chemicals 
as well. The "separate package" agreement is therefore clearly inconsistent with 
the position taken by the AFL-CIO.
Lack of Economic Rationale

Perhaps the most interesting thing about this "separate package" agreement is 
the complete lack of any sensible economic rationale. This is demonstrated by the 
fact that there were cuts in excess of 50% on most of the products we make while 

46-127 O—70—pt. 12———7



3410

the tariffs on products we don't make are actually raised. Because of the failure 
to make the competitive-noncompetitive distinction 'the rates of duty on non- 
competitive products, those which are not made in the United States, would 
actually be raised above what has already been agreed to in the Kennedy Bound. 
More important, the tariffs on the competitive products, those we do make, would 
be reduced by considerably more than 50%. In other words, the Congress is 
actually being asked to raise the duties on those products that we do not make and 
at the same time ask to reduce by more than 50% the duties on the products that 
are made in this country. What kind of economic sense does this make?

Moreover, as you will remember, I pointed out earlier that the conversion 
process results in the highest converted rates where the disparity in the U.S. and 
the foreign export value is the greatest Consequently, in lowering the converted 
rates to the "ceiling rates", 'the greatest amount of tariff cut has been made on 
precisely those products for which the foreigners have the greatest cost and price 
advantage over the United States. Where there isi the least disparity between the 
United States and foreign prices the tariff is reduced by only slightly more than 
50%, but where the disparity is the greatest the total reduction is as much as 
80%. The greater the foreigner's cost and price advantage, the greater will be the 
tariff reduction under the separate package. This, too, is exactly the opposite of 
what any reasonably considered proposal should suggest.
Non-chemical "Concessions"

There were three "concessions" not related to chemicals which were thrown 
into the "separate" package as sweeteners on the theory that, as Mary Poppins 
says, "A little bit of sugar helps the medicine go down." These "concessions" are 
hardly that at all.

First, Belgium, France, and Italy agreed to "set in motion the necessary con 
stitutional procedures in order to adjust the modalities" of their automobile road 
taxes so as not to discriminate against high cylinder capacity automobiles. Two 
comments should be made.

(1) The United States has taken the position that this discrimination is 
illegal under the GATT; and yet we are proposing to "pay" for its elimina 
tion. Section 252(a) (2) of the Trade Expansion Act specifically prohibits our 
negotiators from paying compensation for the removal of such illegal barriers.

(2) In addition, it is hard to say from this language what is agreed to—
if indeed the Europeans agreed to do anything. The Government witnesses
have now said the President will not proclaim the separate package until
the laws are passed eliminating the illegal discrimination, but that is not
what the agreement says. Under the agreement, all the Europeans have to
do is "set in motion" the constitutional procedures—whatever that means.
In this country I guess it would mean dropping a bill in the hopper.

Second, the U.K. agreed to reduce the Commonwealth preference on tobacco by
25%. United States tobacco sells in the U.K. on the basis of quality, not price.
Even without preference the price of tobacco from the Commonwealth countries
is well below the U.S. price. Our sales to the U.K. skyrocketed as a result of the
sanctions against Rodesia—previously by far the largest Commonwealth supplier.

As long as Rhodesia is under sanction we will continue our high level of tobacco
exports to the U.K., but if the sanctions are ever removed we will hardly be able
to compete with Ehodesian tobacco which will sell for less than half the U.S.
price even before the preference. Indeed, the Department of Agriculture testified
that we would be back before sanctions—our trade could be cut in half. The U.K.
would then return to buying only enough U.S. tobacco to maintain the quality
demanded by the U.K. consumers. Given the large amount of U.S. tobacco the
U.K. is having to import in the present "sellers" market, any lowering of the
preference is a concession to U.K. tobacco manufacturers, not a concession to the
United States.

Finally, the Swiss have agreed not to restrict imports of prepared or preserved 
fruit which contain corn syrup. We checked with the Department of Agriculture 
and the National Canners Association and were informed that although Swiss 
law does not specifically allow corn syrup to be used in canned fruits, we have 
been exporting canned fruit with corn syrup to Switzerland for years without 
incident—over $2 million worth last year alone.

Thus, what the Swiss are offering is hardly a "concession." On the contrary, 
if it is anything, it is a rather unpleasant threat. Are the Swiss now saying they
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will stop imports of fruit containing corn syrup from the U.S. unless we agree 
to the separate package? Is such a threat a "concession" which justifies an 
unreciprocal deal?
Separate Package Chemical "Concessions" are Unreciprocal

The Government has stressed that we would obtain a 30% reduction in EEC 
and U.K. chemical tariffs if the "separate package" is approved. The United 
States has of course already more than paid for this 30% reduction with its 
50% Kennedy Round reduction.

However, after the Kennedy Round deal was made we went to the industry 
and put to them the following question:

Is the 30% reduction in European chemical tariffs worth the abolition of 
ASP and the further duty reductions in excess of 50% which would be required 
under the 'separate package" ?

We asked them to face this issue on the assumption that the 50%-20% 
deal was a fait accompli, whether they liked it or not. Facing this issue, the 
industry studied the separate package" carefully and came up with an answer.

The answer was clear, the answer was unequivocal. The answer was an 
emphatic no!

The reason is simple. Because of our inherent cost disadvantage, a 30% 
reduction by foreign nations would not generate as much new export trade for 
the United States as our further duty reductions would provide for our foreign 
competitors. So even if we were to view the "separate package" as a separate 
package—which it is not—the domestic chemical industry is clear that it would 
cause more harm not only to the industry and its workers, but to our country's 
balance of payments as well. This is not to say that there would be no benefits 
from the additional 30% cut by the foreigners, but only that whatever benefit 
we might derive in their markets would not be comparable to the benefits which 
they would obtain in ours.

Thus, no matter how you cut it, there simply is no reciprocity in the "sepa 
rate" package. Indeed, it is difficult to see where there is really any independent 
consideration at all. This is the second way in which the United States and 
its chemical industry were deprived of reciprocity.

IV. BORDER TAXES AND EXPORT REBATES DISADVANTAGE U.S. TRADE AND MAKE 
THE CHEMICAL DEALS MORE IRRECIPROCAL

This brings me to the third way in which the Kennedy Round lacked recipro 
city—that is, the border tax-export rebate mechanism employed by our principal 
trading partners. This mechanism disadvantages not only chemicals, but the en 
tire spectrum of United States trade. I mention chemicals particularly, because 
since the beginning of the negotiations, the United States chemical industry has 
been complaining long and hard about these trade barriers, but to no avail.

Invalidity of GATT Ground Rules.—The ground rules set forth in the General 
Agreement on Tariffs and Trade have been interpreted as distinguishing be 
tween indirect taxes, such as turnover taxes, and direct taxes, such as income 
taxes, on the theory that turnover taxes are passed forward to the consumer, 
while income taxes are passed back to the producer. On the assumption that 
turnover taxes are taxes on domestic consumers, many of our principal trading 
partners apply these taxes to imports at the border and then rebate (or 
exonerate) such taxes on exports.

The invalidity of this distinction is manifest. We were pleased to see that the 
Government now accepts the consensus of economic opinion today that both 
taxes are passed forward to the consumer as much as the law of supply and 
demand will permit. An assumption that both forms of taxation are passed 
fully forward is certainly closer to economic reality than the assumption that 
one is always passed wholly forward while the other is always passed wholly 
backward.

Disadvantages to U.S. Trade.—The use of this border tax-export rebate mech 
anism places the United States at a serious competitive disadvantage in 
international trade, impairs the value of tariff concessions made to us, and 
increases the value of tariff concessions we make to other countries. Until 
January 1 of this year, this mechanism disndvantaged our trade in two ways.

First, it forces our exports to bear not only the entire U.S. tax burden but,
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via the border tax, approximately half the total tax borne by the similar product 
in Common Market countries. At the same time, foreign turnover tax rebates 
subject U.S. industries to unfair competition from imported products which 
have to bear only about 50% of their domestic tax burden and none of the tax 
burden borne by similar products in the United States.

Effective on Tariff Negotiations.—Second, the adverse effect of the border tax 
and export rebate increases markedly as tariffs are reduced. European countries 
reduce only a part of the over-all barrier to our exports, while we reduce our 
entire barrier to theirs. Even if one were to accept the dubious negotiating posi 
tion that equal percentage reductions in over-all trade barriers constituted reci 
procity, it is clear that we have not been receiving it. If we reduce our entire 
trade barrier (tariffs) by 50% while they reduce only half of their trade barrier 
(tariffs plus border taxes) by 50%, we end up having reduced by twice as much 
as they have.

It is extremely difficult to understand how we could expect to obtain any 
semblance of reciprocity in the Kennedy Round, in which we made the largest 
tariff reductions in our history, without first requiring our trading partners to 
remove these unfair disadvantages to U.S. trade.
Border Tax-Export Rebate Increases

In fact we did even worse: we negotiated the Kennedy Round agreement 
knowing full well that the Common Market countries were in the process of 
"harmonizing" their turnover taxes in such a way that the border taxes and 
export rebates of most of these countries would be increased drastically. Indeed, 
on June 2, 1967, almost a month before the deal was finalized, Germany passed 
a law increasing its border taxes and rebates from 4% to 10%.

As a consequence of our failure to take into account border taxes in the 
Kennedy Round negotiations, we are now faced with the fact that in most of the 
Common Market countries the barrier to our exports will actually be higher after 
the full Kennedy Round reductions than they were before the agreement. More 
over, their increased export rebates, when combined with our tariff reductions, 
will result in a situation in which their rebates will completely offset the total 
amount of our remaining tariff.
What's Happening in Germany ?

Let me demonstrate by showing what is happening in Germany, our principal 
trading partner in the Common Market.

Until December 31,1967, the Germans had a "cascade" type turnover tax under 
which goods were taxed 4% each time they changed hands. Because of the taxes 
already included in material which went into a product and because the goods 
might change hands several times in the distribution process, the total level of 
tax borne by the product was considerably higher. A 'border tax of 4% was 
applied to most imports, and exports received a rebate or exoneration of a similar 
amount.

On January 1 of this year the Germans switched to a "value added" type 
turnover tax of 10%, and the border tax and export rebate were increased to 
10%. Both of these taxes will be increased to 11% on July 1, 1968. The German 
Government claims that the over-'all tax burden within Germany was not 
increased as a result of its change. The Germans maintain that an 11'% tax on 
the "value added" basis yields the same amount of revenue as a 4% turnover 
tax on a "cascade" basis—the average burden on German products is the same. 
But the border tax and export rebate have in fact more than doubled.

Whether or not the adjustment in German border taxes and export rebates 
is in accord with the unjustifiable distinction currently made in the GATT, the 
fact of the matter is that U.S. exports to Germany will have to pay more than 
twice as much border tax in order to enter the German market as before. 
German exports with which we will have to compete, both in the U.S. and in 
third country markets, will have the benefit of twice as large a tax rebate.

If we accept—as we should—the German premise that the over-all tax burden 
within Germany remains the same, two conclusions follow: (1) the competitive 
position of U.S. goods entering Germany is disadvantaged by 7% and (2) the 
competitive position of German exports to the U.S. and to third countries is 
enhanced by 7%, the amount of the additional rebate.
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Chart I

German Barriers to U.S. Chemical Exports
% of c.i.f. Value D Border Tax • Tariff
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Effect of German Border-Tax Increase.—The result of this border tax Increase 
is shown on Chart I on the facing page. On December 31, 1967, the average 
German chemical tariff was 11.5%, and a border tax of 4% was assessed on the 
duty-paid landed value of the import: the total barrier—tariff plus border tax— 
was 15.5%. Actually this understates the barrier slightly because the 4% border 
tax was applied to the duty-paid landed value and, consequently, on the basis of 
c.i.f. value, was approximately 1% higher; but for the purposes of simplicity we 
have not reflected this on our chart.

TABLE I.-GERMAN BARRIERS TO U.S. CHEMICAL EXPORTS 

(Percent of c.i.l. value]

Tariff i Border tax 1

Dec. 31, 1967, before Kennedy round reduction and border tax increase..

Jan. 1, 1972, under "separate package" reductions and tax harmoniza-

11.5 
11.5 
11.7

7.1

4 
10 
11

15

Total trade 
barrier 1

15.5 
21.5 
22.7

22.1

i "CCH Common Market Reporter," par. 9227 (April 1968), from data released by the EEC.
* Before Jan. 1,1968, the normal German border tax was 4 percent of the duty paid landed value, with a higher rate 

permitted for some products. Effective Jan. 1, 1968, the German border tax was raised to 10 percent of the duty paid 
landed value and a 11-percent rate became effective July 1,1968. By the early 1970's, the EEC countries plan to har 
monize their turnover taxes, border taxes, and export rebates at approximately 15 percent No adjustment has been made 
in the border taxes to reflect the fact that they are based upon the duty paid landed value rather than the c.i.f. value. 
In each case it would result in a border tax about 1 percent higher than shown on this table.

3 Tariff plus border tax equals total barrier.

On January 1, 1968, the border tax was raised 6 percentage points to 10%; 
the total barrier, therefore, rose by a similar amount to 21.5%. On July 1, the 
border tax will go up another 1% to 11% and the tariff, as we pointed out 
earlier, will also increase .2% despite their 20% "reduction". This "reduction"— 
their total chemical "reduction" in the Kennedy Round deal—will increase their 
total barrier to 22,7%.

In other words, under the completed Kennedy Round agreement on chemicals, 
German chemical tariffs will actually be .2% higher than they would have been 
before the Kennedy Round, and the border tax will be 7% higher. Instead of it 
costing 15.5% for our products to enter Germany, it would cost 22.7%. And 
remember, the Germans claim that the over-all tax burden within Germany has 
not been increased.

But that's not all. Even if we assume that under the "separate package" the 
Germans reduce their chemical tariffs by 50%, and continue with the present 
plans of harmonizing turnover taxes at about 15%, our chemical exports will be 
almost just as bad off—the total barrier will only have been reduced from 
22.7% to 22.1%—but that must 'be compared with the barrier of 15.5% before 
the Kennedy Round. As Mr. Turchan said earlier, what they have given with 
one hand, they have more than taken away with the other. This must have 
been what the U.S. Delegation meant when it recently told GATT that changes 
in border taxes "may often dwarf recently-negotiated trade concessions".
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Chart II
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Effect of Increased, German Export Relates.—The increased German border 
taxes are only one-half the story, as Chart 11 on the facing page demonstrates 
The German rebates offset the U.S. tariff. As the rebates increase, the offset be 
comes progressively greater until by 1972 the entire tariff will be offset and 
what we have termed the "effective tariff" will actually be a minus.

On December 31, 1967, before we began our Kennedy Round cuts, the average 
U.S. chemical tariff on dutiable goods was almost 16% (Government Statement, 
p. 46), about 4% of which was offset by the German export rebate. This left an 
effective tariff of about 11.9%. On January 1, 1968, after our first Kennedy 
Round reduction, our average chemical tariff became 14.4% and the Germans 
increased their export rebate to 10%. This left an effective chemical tariff of 
only 4.4%.

TABLE II.-U.S. BARRIERS TO GERMAN CHEMICAL EXPORTS

[Percent of export value)

German Effective
U.S. export U.S.

tariff i rebate' tariffs

Dec. 31, 1967, before Kennedy round reduction and export rebate
increase..................................................... 15.9 4 11.9

Jan. 1, 1968, after first U.S. tariff reduction and German export rebate 
. increase............-....--...........................-—- 14.4 10 4.4

July 1,1968, after further export rebate increase—--..-.—---_. 14.4 11 3.4 
Jan. 1, 1972, after full U.S. Kennedy round reductions and EEC tax

harmonization at IS percent..._.._________..__.... 9.1 15 —5.9

1 Weighted average U.S. chemical tariff on dutiable imports before Kennedy round reductions were estimated by the 
Government to be "almost 16 percent" (Government statement, p. 46). The U.S. tariff after full Kennedy round reduction 
was obtained by reducing 15.9 percent rate by 43 percent, by the average U.S.reduction in chemical tariffs in the Kennedy 
round (see Government statement, p. 38).

2 Before Jan. 1, 1968, the German export rebate (or tax exoneration) was 4 percent of the price in Germany, with a 
higher rate permitted for some products. Effective Jan. 1, 1968, the German rebates rose to 10 percent and will move to 
11 percent on July 1, 1968. By the early 1970's, the EEC countries plan to harmonize their turnover taxes, border taxes 

i nd export rebates at approximately 15 percent.
* U.S. tariff minus German export rebate equal effective U.S. tariffs.

On July 1, 1968, the German export rebate will increase another 1%, reducing 
the effective U.S. tariff to 3.'4%. After our final Kennedy Round reduction on 
January 1, 1972, the average chemical tariff would be 9.1%. Assuming EEC 
harmonization of indirect taxes at 15%, the 15% German export rebate would 
leave us an effective tariff of minus 5.9%.
Invalidity of Comparing Tariff Levels Without Regard to Border Taxes

The invalidity of examining tariff rates alone without regard to border taxes 
is demonstrated on pages 45-6 of the Government testimony and in Table 8 
submitted by the Government. That Table, disregarding border taxes and export 
rebates, attempts to show how high our tariffs are on 13 low-priced benzenoid 
intermediates relative to the EEC tariff on these same products. The Government 
stated (pp. 45-6) :

"I can present no more graphic picture to you than that provided by a table 
we are submitting for the record. This table presents, for a representative 
'baker's dozen' of the largest-volume intermediates produced, a comparison of 
the U.S. and EEC tariff rates as provided for in the ASP agreement. This table 
indicates that U.S. rates will still be considerably higher than those of the 
European Community, if the Bill is approved, and that the smallest spread be 
tween them is 11 percentage points over an 8 or 9 percent EEC rate."
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On the facing page, we have taken the liberty of borrowing Table 8 and insert 
ing two additional columns to reflect the effect of the border taxes and export 
rebates on the respective U.S. and EEC trade barriers. The EEC is expected to 
harmonize its border taxes and export rebates at about 15 percent about the 
time the Kennedy Round cuts are completed. We have therefore added 15 per 
cent to the EEC tariff to reflect the amount of the border tax. Similarly, we have 
subtracted 15% from the U.S. tariff to reflect the amount of it that is offset by 
the EEC export rebate.

The results are startling. Instead of having a table showing the U.S. rates 
"considerably higher"—an average of 5 times as high as the EEC—the Revised 
Table shows that their barrier on these products averages out to be almost % 
higher than ours. Instead of our barrier being at least 11 percentage points higher 
on all 13 products, their barrier is 5 to 19 percentage points higher than ours 
for 10 of the 13 products.

Table 8 clearly demonstrates what happens when you attempt to deal with 
tariffs alone as if the border tax-export rebate mechanism did not exist.

As I mentioned before, these increased border taxes and export rebates aren't 
just affecting chemicals, as is shown by Charts III and IV on the following 
pages which make the same comparisons for all industrial products.

The effect upon our balance of trade is already apparent. In the first quarter 
of 1968, German exports to the United States rose a phenomenal 50% over 
the same period in 1967. From the point of view of its effect upon international 
trade, it is clear that the increased German border taxes and export rebates have 
the effect of a devaluation. This has been recognized by Germany's trading 
partners, including the U.S.
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Chart III

German Barriers to U.S. Exports
of c.i.f. Value a Border Tax • Tariff

22.5%
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Dec. 31,1967

Kennedy Round
Reduction and

Border Tax
Increase

Jan. 1,1968
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Border Tax 
Increase
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Jan. 1,1972
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Chart IV

U.S. Barriers to German Exports
% of Export Value

Dec. 31,1967
Before

Kennedy Round 
Reduction and 
Export Rebate

Increase

Tariff !"! German Rebate 

DEffectiveTariff

Jan. 1,1968
After First O.S.

Tariff Reduction
and Export Rebate

Increase

July 1,1968
After Further
Export Rebate

Increase

-7.3%

Jan. 1,1972
After Full U.S.
Kennedy Round
Reductions and

EECTaxHamonization
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Because of the adverse trade effect, Belgium, Netherlands, Italy and Austria 
are adjusting their border taxes and export rebates upward even in advance of 
switching over to the "value added" type turnover tax.u Within the next two 
years, all of the Common Market countries (except France, which already has 
the "value added" tax) will move from a "cascade" to a "value added" type turn 
over tax system, which will similarly increase the disadvantage to our trade. 
Denmark has already adopted the "value added" tax and the U.K., Sweden, and 
other countries are also considering similar moves. Moreover, by the 1970's, 
the Common Market countries are planning to harmonize their turnover tax 
rates at 15%.

TABLE III.—GERMAN BARRIERS TO U.S EXPORTS 

(Percentage of c.i.f. value)

Dec. 31, 1967, before Kennedy round reduction and border tax increase.

Jan. 1, 1972, under full EEC tariff reductions and tax harmonization at

Tariff'

11.0 
11.0
10.7

7.5

Border tax >

4 
10
11

15

Total trade 
barrier'

15.0 
21.0
21.7

22.5

i "CCH Common Market Reporter," par. 9227 (April 1968), from data released by the EEC.
1 Before Jan. 1, 1968, the normal German border tax was 4 percent of the duty paid landed value, with a higher rate 

permitted for some products. Effective Jan. 1, 1968, the German border tax was raised to 10 percent of the duty paid 
landed value and a 11-percent rate became effective July 1, 1968. By the early 1970's, the EEC countries plan to 
harmonize their turnover taxes, border taxes and export rebates at approximately 15 percent. No adjustment has been 
made in the border taxes to reflect the fact that they are based upon the duty paid landed value rather than the c.i.f. 
value. In each case it would result in a border tax about 1 percent higher than shown on this table.
' Tariff plus border tax equals total barrier.

TABLE IV.-U.S. BARRIERS TO GERMAN EXPORTS 

[Percent of export value)

German Effective 
U.S. tariff i Export rebate > U.S. tariff >

Dec. 31,1967, before Kennedy round reduction and export rebate increase. 11.8 4 7.8 
Jan. 1,1968, after first U.S. tariff reduction and German export rebate

increase....................................................... 11.0 10 1.0
July 1,1968, after further export rebate increase............—...... 11.0 11 0
Jan. 1,1972, after full U.S. Kennedy round reductions and EEC tax

harmonization at 15 percent..---______.._.——— 7.7 15 —7.3

1 Before Jan. 1, 1968, the German export rebate (or tax exoneration) was 4 percent of the price in Germany, with a 
higher rate permitted for some products. Effective Jan. 1,1968, the German rebates rose to 10 percent and will move to 
11 percent on July 1,1968. By the early 1970's, the EEC countries plan to harmonize their turnover taxes, border taxes 
and export rebates at approximately 15 percent.

2 U.S. tariff minus German export rebate equals effective U.S. tariffs.
3 Weighted average U.S. tariff on all dutiable imports in 1965. "Statistical Abstract of the United States," 1966, p. 878,

All of this is nothing new. Since 1963 the United States has been actively 
negotiating with its trading partners with respect to the effect of a border tax 
mechanism upon our trade, the added disadvantages which would be caused by 
harmonization, and the adverse effect which these actions would have upon 
the interantional payments system. The mystery is how the Government could 
believe that tariff reductions were meaningful when our trading partners not only 
left the border tax disadvantage untouched but were actually in the process of 
increasing this disadvantage.

Countervailing Duties.—Our countervailing duty statute was designed to pre 
vent unfair competition from. Imports which had the benefit of export rebates or 
other forms of exoneration from foreign taxes. Although there have been appli 
cations of countervailing duties with respect to some types of export rebates or 
tax exonerations, the Treasury Department has failed to apply the law to rebates 
of turnover taxes despite the unfair advantage they accord to imports.

11 Monthly Economic Letter, First National City Bank, June 1968.
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Section 303 of the Tariff Act of 1930 requires the imposition of countervailing 
duties to offset any direct or indirect bounty or grant accorded by a foreign 
country upon export of a product. Both the language of the statute and its legis 
lative history make it clearly applicable to the rebate or exoneration of turnover 
taxes. In spite of explicit Supreme Court decisions 12 interpreting this statute as 
applying to these types of tax rebates, 'the Bureau of Customs has administra 
tively taken the position of not applying the countervailing duty statute in such 
cases. Indeed, following entry into the GATT, the Department of State sought 
legislation to change the statute in order to bring it in line with the manner in 
which it had been administered. The legislation was not passed.18

Earlier this year, the Treasury Department was asked why this law was not 
being applied to these export rebates. The Committee was informed that "grant 
and bounty had been interpreted by prior decisions not to involve a rebate of 
tax on the product itself".

We know of no court case so holding or, indeed, even any informal Treasury 
Decision directly in point. Earlier in the hearings it was suggested that the 
Treasury Department submit a memorandum explaining their administrative 
practice. We believe this would be helpful.

We have a memorandum on the applicability of the countervailing duty law 
to turnover tax rebates which I would like to submit for the record. This mem 
orandum also points out that the U.S. has made no commitment in the GATT 
not to apply our countervailing duty to rebates of turnover taxes. Paragraph Kb) 
of the GATT Protocol of Provisional Application reserves the right of the parties 
to apply previously existing statutes even though they may not be in harmony 
with the GATT. In any event, domestic law, which is paramount to the GATT, 
requires the application of countervailing duties to turnover tax rebates.
Balance of Payments Crisis

We support this Committee in its concern to find a solution to our balance of 
trade and balance of payments crisis. It is imperative that we act promptly to 
remove the disadvantages to United States trade if our balance of trade and 
balance of payments position is to be improved.

We were pleased to see the President recognize the urgency of this problem 
when he said on January 1 that:

"We must now look beyond the great success of the Kennedy Round to the 
problems of non-tariff barriers that pose a continued threat to the growth of 
world trade and to our competitive position.

"American commerce is at a disadvantage because of the tax systems of some 
of our trading partners. Some nations give across-the-board tax rebate on 
exports which leave their ports and impose special border tax charges on our 
goods entering their country.

"International rules govern these special taxes under the General Agreement 
on Tariffs and Trade. These rules must be adjusted to expand international trade 
further.

"In keeping with the principles of cooperation and consultation on common 
problems, I have initiated discussions at a high level with our friends abroad • 
on these critical matters—particularly those nations with balance of payments 
surpluses.

"These discussions will examine proposals for prompt cooperative action among 
all parties to minimize the disadvantages to our trade which arise from differ 
ences among national tax systems.

"We are also preparing legislative measures in this area whose scope and 
nature will depend upon the outcome of these consultations." [Emphasis 
supplied.]

Since 1963 we have been negotiating with our trading partners on this border 
tax issue. Five years went by and nothing was done.

On January 1, 1968, the problem had become so serious, the President called 
for urgent action and a speedy solution to the problem. Over five months have 
passed since the President issued that call.

"Nicholas & Co. vs. United States, 249 U.S. 34 (1919) ; Downs vs. United States, 187 
U.S. 496 (1903) ; of. United States vs. Passavant, 169 U.S. 16 (1898).

18 Searings Before the House Committee on Ways and Means on Simplification o) 
Customs Administration (H.R. 1535), 82d Cong., 1st Sess., p. 15 (1951).

Hearings Before the Senate Committee on Finance on H.R. 1612, 82d Cong., 1st Sess., p. 
1197 (1951).
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High level consultations and the prospect of legislation by the United States 
have not resulted in any "prompt cooperative action" by our principal trading 
partners. Witnesses at this hearing have forecast that negotiations may last 
years. Meanwhile, our trading partners are persisting in raising their border 
taxes and export rebates and thereby further increasing the disadvantages to 
our trade, at a time when the United States balance of trade can ill afford to 
be laboring under such disadvantages.

The only offer of any assistance which we have received since the President's 
call is an offer by a number of our principal trading partners to accelerate by 
one year their Kennedy Round reductions. But .this offer was subject to the 
proviso that the United States impose no border taxes, import surcharges or 
quotas, and that Congress approve the "separate package" agreement.

In an attempt to keep us from following through on this border tax issue, our 
trading partners have offered us a mere sop. Indeed, even that sop is contingent 
upon the Congress doing their bidding with respect to this American Selling 
Price issue.

Passing for the moment the clear attempt to dictate to the Congress, what 
does this mean in practical terms and why do we call it a sop. The Common 
Market, in reviewing this problem, said that approximately 60% of United States 
exports to the Common Market would be affected by acceleration and estimated 
that the acceleration would increase United States exports to Europe by approxi 
mately $80 million. This acceleration would amount to an average of about a 
1% tariff reduction on about 60% of U.S. exports to Europe.

Accepting the Common Market's assumption that this 1% reduction on 60% 
of our trade would generate $80 million in increased U.S. exports to the EEC in 
the coming year, then how much do border tax increases of 7% on our trade 
decrease our exports to Europe?

Despite the Committee's interest, the Administration's proposals for removing 
these disadvantages to United States trade have not been forthcoming. We 
believe, as the President so rightfully pointed out, that the GATT rules must be 
revised to remove the substantial disadvantages to our trade caused by the 
border .tax-export rebate mechanism. We have read the U.S. Delegation position 
paper on border taxes submitted at the recent GATT meeting which the Govern 
ment gave to the Committee. We applaud their analysis of the disadvantage to our 
trade.

But we have been negotiating with respect to this disadvantage for over five 
years, .and have been preparing legislation for over 5 months—all to no avail! 
It is obvious that the need is not for further analysis—the need is for action and 
action now.

Certainly, a long drawn-out negotiation is no answer. In our own domestic 
market, and in third countries, we simply cannot bear the 10 to 15% handicap 
which results from foreign export rebates and expect to remain competitive. 
Similarly, our exports cannot bear a 10 to 15% border tax handicap and expect to 
remain competitive. In the face of these significant handicaps, imports will flood 
our markets and our exports will wither.

Since the Administration has not been forthcoming with its proposals, we 
would like to suggest proposals of our own. In formulating these proposals, we 
have set three goals:

One, that we seek equity, not largesse;
Two, that these proposals attempt to minimize the effect which our actions 

will have upon our trade with countries that do not employ these border tax- 
export rebate mechanisms; and 

Three, we should abide by our international commitments.
To meet these goals, we recommend that the following steps be taken:
First, we should immediately impose a border tax and export rebate to the full 

extent that we are able to do so consistent with the existing GATT rules, that is, 
an amount equal to the total amount of indirect taxes imposed upon U.S. products. 
We believe that, as a minimum, these border taxes and export rebates should be 
at least 5%.

Second, until such time as an acceptable revision of the GATT rules has been 
worked out, the United States should enforce its countervailing duties statute in 
accordance with the decisions of the Supreme Court against all imports which 
have received the benefit of a turnover tax rebate or any other subsidy or bounty. 
The countervailing duty will fall upon imports from those countries that are 
subsidizing their exports and will have no effect upon those countries that do not.
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This step Is required by existing law and it does not violate our GATT commit 
ments because of the "grandfather" clause in the Protocal of Provisional 
Application.

Third, we should continue to press for an immediate and speedy reconsideration 
of the inequitable interpretation placed upon the GATT ground rules in order to 
provide fair and equitable treatment for countries with an income tax system.

When a U.S. border tax and export rebate are enacted, the Congress could make 
the question of our own border tax and export rebate, as well as our counter 
vailing duty statute, proper subjects for discussion in any over-all negotiation 
designed to remove disadvantages to our trade caused by the border tax-export 
rebate mechanism, provided reciprocal action was taken by our trading partners.

This would provide more equitable treatment for our trade pending appropriate 
revision of the GATT rules. It would also provide negotiating leverage to assist 
our negotiators in working out an equitable settlement of this problem.

This third area—border tax-export rebate—in which the United States did not 
obtain reciprocity in the Kennedy Round negotiations, is an area in which all 
U.S. industry is deprived of reciprocity. If prompt action is not taken, this will 
have a continuing adverse effect upon our deteriorating balance of trade and 
balance of payments.

V. THE KENNEDY ROUND AND "SEPARATE PACKAGE" DEALS WILL HAVE A SERIOUS 
ADVERSE ECONOMIC EFFECT UPON THE U.S. CHEMICAL INDUSTRY, ITS WORKERS AND 
THE U.S. BALANCE OF PAYMENTS

We would now like to review for you the probable economic effect of the 
Kennedy Round and separate package agreement upon the domestic chemical 
industry, its workers and this country's balance of payments.

It is interesting to note at the outset the paucity of information in the Govern 
ment testimony on this subject. The Committee was given page upon page of 
statistics as to the competitiveness and efficiency of the U.S. chemical industry, 
but no attempt was made to give the Committee any meaningful assessment of 
what the effect of the Kennedy Round and "separate package" agreements will 
be on the domestic tenzenoid chemical industry, its workers and the U.S. balance 
of payments.

The Government presented this Committee with every possible favorable 
statistic about the chemical industry. But all of these Government statistics on 
the efficiency of the chemical industry really beg the issue—Mr. Turchan stated 
at the outset that this is a competitive, efficient industry. The real issue is : What 
will be the probable economic effect of these chemical "deals" upon the U.S. in 
dustry, its workers and our country's already debilitated balance of payments?
Government Testimony on Economic Effect

The Government testimony contains nothing but a few generalizations coupled 
\vith the assurance that the facts in support of these generalizations are all con 
fidential and therefore will have to be presented to you in Executive Session—a 
matter about which I will have more to say Shortly.

All the Committee and the public is told as to the effect upon this industry and 
its workers is that the Government witnesses: "'believe that the recommenda 
tions . . . will not cause any significant adverse impact upon .the industries con 
cerned." Government Statement, p. 1. [Emphasis supplied] and 'that the Govern 
ment witnesses: "would not attempt to mislead you with the judgment that no 
•adjustments will be required in <Vhis industry, but I believe . . . that they will 
... be surprisingly minimal, and that the adjustment assistance provisions in 
this Bill will be adequate." Government Statement, p. 52. [Emphasis supplied] 
and that "the larger diversified firms in this industry have the resources ... to 
shift or re-employ any displaced workers." Government Statement, p. 51 [Em 
phasis supplied] but that "[s]ome of the smaller firms may, in all candor, face 
somewhat greater problems." Government Statement, p. 51. [Emphasis supplied]

These statements are hardly reassuring.
Of the crucial balance of payments effect of these "deals", the Government 

statement has very little to say except that it will "expand trade". However 
upon questioning it was acknowledged that this legislation was not a part of the 
Government's balance of payments program—an admission which we believe to 
be extremely significant.
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Views of Foreign Competitors and, Marketing Analysts
In commenting upon the economic effects of this deal we will attempt to give 

you our informed judgment and some facts as to the effect ithese "deals" will 'have 
upon the operations of our member companies. But in a very real sense we realize 
that 'this Committee will have to consider the Government's views and ours a.s 
coming from "interested parties." We therefore believe it would be 'helpful for 
the Committee to have the benefit of the views of some impartial "third parties", 
and the rather candid views of some of our foreign competitors.

Mr. Turchan has already mentioned to you how these chemical deals have 
made an official of our largest German competitor "feel like a 'little boy who has 
been promised an electric train for Christmas." Somewhat in the same vein, the 
British "Review of Industry" in July 1967 stated that:

"In chemicals, British, German and Swiss manufacturers should now be able 
to go hell for leather for the very big benzenoid chemical market of America."

In the July 15, 1967 edition of "Chemical Age" (U.K.), Desmond Fitzpatrick, 
a marketing expert for British Petroleum, Ltd., gives a thorough and penetrating 
analysis of the significance of 'these chemical "deals", especially as regards the 
low cost, high volume products in which labor cost is a less significant element. 
Mr. Fitzpatrick states:

"The effects of EEC's cuts will 'be marginal, of Britain's, relatively small . . ."
* * *

"The real difference to world trade is likely to arise from the offers, absolute 
and provisional made by the U.S. There is no need to see 'the details of the U.S. 
schedule of offers to assess the revolutionary effect of the general undertakings
her negotiators have given."

* * *
"If, however, we assume that Congress agrees to the necessary legislation, the 

prospects in the U.S. market for British and 'Continental producers of benzenoid 
chemicals will 'be revolutionised. This is true in particular when low cost, high
tonnage materials are considered."

* * *
"The abolition of ASP will have an even greater effect on foreign trade with 

the U.S. in plastics than in chemicals. . . ."
* # *

"Thus, an almost untouched export market will be created for plastics and 
resins manufacturers if ASP is abolished. How far they will be able to take 
advantage of it depends again on 'their level of surplus capacity."

* * *
"When and if ASP is abolished, levels of new plant capacity will take account 

of the newly created U.S. market. . . ."
I would wish to emphasize that Mr. Fitzpatrick's comments do not relate to 

the very sensitive labor intensive segment of our industry, but rather to the high 
volume, low priced, capital intensive products in which the Government has felt 
there was no threat whatsoever to our industry.

The overall significance and effect of these "deals" was summed up in a paper 
presented by Mr. George B. Hegeman of Arthur D. Little, Inc. at a Seminar on 
the Management of International Marketing in 'the Chemical Industry in Frank 
furt, Germany in June, 1967. Mr. Hegeman stated :

". . . Thus, Europe is a strong trading block and the move to reduce chemical 
tariffs around the world will provide a further stimulus to European exports 
and its balance of payments. With only limited tariff cuts scheduled for now in 
Europe, the U.S. chemical industry is not expected on balance to benefit from 
these negotiations. Should the American Selling Price be abandoned, U.S. imports 
will surely rise rapidly. Since the U.S. chemical trade balance will undoubtedly 
drop, so will its contribution to the U.'S. payments position. However, the major 
firms now marketing in this area will try to maintain market position and will 
undoubtedly invest abroad to remain competitive. In doing so, they will follow 
the classic U.S. pattern of investing rather than trading. Only this time there 
will be a difference—they will intend to export to the United States and this 
will reinforce the pattern of improved trade balances in Europe and a deteriorat 
ing position in 'the United States."

Of course, Mr. Hegeman's speech was given before the U.S. adopted controls 
on foreign direct investment abroad. To the extent that these controls do effec- 
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tively restrict our industry's investments abroad, the effect on the U.S. balance 
of payments will be even worse. Our foreign competitors will expand even more 
rapidly their share of the U.S. and world markets, with no resulting benefit 
at all for the U.S. balance of payments. From a balance of payments point of 
view, it is certainly far better for U.S. companies to retain as large a share as 
possible of its domestic market and of the world market even if it has to do so 
from lower cost bases abroad—at least our balance of payments would receive 
the benefit of the return on investment.

While we have been unable to find any similar economic independent assess 
ments supporting the Government's position, we would, of course, 'be pleased to 
have the Government cite some for us and for the Committee. As I am sure you 
must realize, it is little consolation to the chemical industry that its foreign com 
petitors and market analysts agree with it as to the serious adverse effect these 
chemical deals will have.
The Domestic Industry Analysis as to Probable Economic Effect

We would now like to turn to our analysis of the probable economic effect of 
these deals upon the operations of our member companies.

We did not want to come and follow the usual course of coming and just telling 
the Congress how badly we were going to be hurt. We therefore undertook a de 
tailed study—item by item, cent by cent, using the actual sales and cost data off 
the books of the individual companies—to enable us to present a reasoned ap 
praisal of the situation.

Industry Analysis.—I would now like to explain to you the type of analysis we 
have made. A Form A, which appears on the following page, was prepared for 
each individual product to enable comparison of the American Selling Price with 
the price at which the imported product could be sold in this market, after the 
payment of duty, insurance and freight and the importer's commission. The 
completed form shows the price at .which imports can be sold in this country and 
the rate of duty (1) before the Kennedy Round reduction, (2) after the Kennedy 
Round reduction, and (3) after the "separate package" agreement. We then took 
the prices and calculated the loss of sales revenue and the pre-tax profit which 
would result if we had to sell our goods at the same price at which the imports 
could be sold in this market as a result of the duty cuts. In order that there 
not be the slightest quest, the foreign prices used were those derived from the 
Tariff Commission's converted rates although in many instances lower price 
quotations from abroad were available.
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Our calculations were based upon two assumptions. First, we assumed that the 
entire amount of the duty cut would be passed on to the consumer. We assumed 
our foreign competitors would sell at a price that would provide them the same 
return they are now getting. In other words, that their profit would be the same 
as the profit which they are currently realizing on their sales to the United 
States. If these duty cuts are passed on and they still further reduce their price, 
the result would be even worse. If, on the other hand, these duty cuts are not 
passed on, it only means that our duty cuts are serving no purpose but to put 
additional cash in the pockets of our foreign competitors, with no benefit to the 
U.S. consumer.

The second assumption was that U.S. producers would continue to sell the same 
quantity that we sold in the base period. We recognize that if foreign producers 
were able to sell at these lower prices, they would take a large share of the 
market and that we would therefore not be able to sell the same quantity. More 
over, as can be seen from the pre-tax profit figures which would result from the 
Kennedy Bound deal and the separate package deal, there would be considera 
ble question as to whether we would even continue to make the product.

As a practical matter, one of these assumptions goes one way and one goes the 
other. As we shall discuss in a moment, there is no doubt in our minds that the 
actual effect upon our competitive position would be even worse than the results 
that are obtained by the method we used. But for now, let us return to our 
analysis.

We took the results of the individual product analyses and grouped them to 
gether by categories on Form B. On this basis we came up with an overall pic 
ture for the intermediates, dyes and pigment basket categories, which cover three 
of the principal benzenoid chemical areas. In this way we were able to avoid 
revealing any confidential business information, since individual product data 
would be buried in the overall figures which we are presenting.

Many companies were unable, either because of the way their books were kept 
or because of the amount of work involved to develop the information for us on 
a uniform basis. However, we were able to obtain data in three areas which pro 
vide a representative cross section of the industry. In each of these areas we 
have the results for 8 to 10 companies ranging from the largest to the smallest 
and in each instance the data accounted for approximately 90% of the total sales 
of such products by these companies. The products not included were those which 
accounted for a relatively small amount of the companies' sales.
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Results of Industry Analysis.—The results are shown on Form B on the facing 
page. For the intermediates baskets, TSUS 403.30-60, sales bofore the Kennedy 
Round by the companies supplying data were $125 million and pre-tax profit 
was 9%. The loss of sales revenue which would 'be suffered under Kennedy 
Round reductions was $9 million and pre-tax profit would fall to 2%. Then, 
assuming the prices at which we would have to sell in order to meet foreign 
prices under the "separate package" agreement, we would have a total loss of 
sales revenue of $11 million and a pre-tax profit of .2%.

For the dye categories, TSUS 406.—.50, sales by the companies supplying data 
before the Kennedy Eound were $123 million and pre-tax profit was 12%. The 
loss of sales revenue which would be suffered under Kennedy Hound reductions 
was $15 million and pre-tax profit would fall to .01%. Then, assuming the prices 
at which we would have to sell in order to meet foreign prices under "separate 
package" agreement, we would have a total loss of sales revenue of $21 million 
and a pre-tax loss of 6%.

For the pigment category, TSUS 406.70, sales by the companies supplying data 
before the Kennedy Round were $59 million and pre-tax profit was 16%. The 
loss of sales revenue which would be suffered under Kennedy Round reductions 
was $7 million and pre-tax profit would fall to 1%. Then, assuming the prices 
at which we would have to sell in order to meet foreign prices under the "separate 
package" agreement, we would have a total loss of sales revenue of $10 million 
and a pre-tax loss of 5%

These calculations clearly illustrate what the Kennedy Round and "separate 
package" agreements will do to the competitive position of the domestic 
benzenoid chemical industry.

Effects of Foreign Commercial Strategy.—As I stated earlier, we have no 
doubt but that the damage to our competitive position is even worse than is 
reflected on Form B. We are left open to a commercial strategy by our foreign 
competitors which would have an even more serious adverse effect than is 
reflected in these calculations.

If you were sitting in the shoes of the foreigners, you would have a strategy 
to the way in which you passed on the tariff reductions. You would pass on the 
tariff reductions when the additional share of the market which you would obtain 
would earn more money for you than you would lose by passing on the tariff 
reduction. On those products where you did not feel you could obtain a sufficiently 
greater market share by passing on the duty reduction, you would retain the 
profit and use it in other areas where you are trying to obtain a larger share of 
the U.S. market—to finance price cuts in addition to the substantial tariff 
reductions.

Thus, these deals will give our foreign competitors both the ability and the 
incentive to cause serious economic injury to our industry. It is clear that 
their .ability to sell in this market will be largely a function of their ability to 
develop the productive capacity necessary to do so. Given the larger amount 
of profit which they would be able to make as a result of their inherent cost 
advantage and with the largest chemical market in the world available to them, 
there can be little question but their already rapidly expanding capacity would 
continue to expand at an even more rapid pace.
Summary of Economic Effect

I think that in the light of these figures and the independent analyses I referred 
to earlier it is readily apparent that chemical imports will continue to increase
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rapidly. As mentioned at the outset, even under the current ASP duties, imports 
have increased an average of 18% a year from 1960 to 1966, with the increase in 
recent years being even higher. The U.S. share of the export market has fallen 
from 29.5% in 1960 to 23.7% in 1967. In 1960 $1 out of every $9 of new capital 
expenditure by the U.S. chemical industry was made abroad, but by 1967 the 
industry was putting $1 out of every $3 of new capital expenditure into plants 
abroad. The potential effect of unreciprocal tariff reductions upon our industry 
can only serve to accentuate these trends.

What then will be the effect on these chemical "deals" upon the domestic 
chemical industry, its workers and the balance of payments position of the 
United States?

Industry.—The large diversified chemical companies—Dupont, Monsanto, 
American Cyanamid, et al—will not go out of business, but they will be seriously 
affected and will have to adjust. They will have to stop production of a number of 
products—they have already begun; they will have to close some plants—they 
have already begun. They will 'be forced to still further expand the investment 
in lower cost facilities abroad not only to remain competitive in foreign markets, 
but in order to remain competitive in the United States' market.

The economic effect upon the smaller companies will be considerably greater. 
Without the benefit of the resources or the diversified product lines of the larger 
companies some of them will be forced to close up shop. Others, with a stronger 
marketing position will eventually stop manufacturing in this country, begin 
importing or be absorbed by larger firms.

Labor.—There will not be any fewer workers in the chemical industry next year 
or the year after than there are this year, but the effect upon labor will be con 
siderable. There will be fewer new Jobs for American workers created by the 
chemical industry than there have been in the past. The chemical industry will not 
be able to make a contribution in the future as it has in the past to the hiring and 
training of the 5 million new workers which must be put to work each year. 
There will Tie American chemical workers who will lose their jobs or have to 
relocate or be retrained—but that's what adjustment assistance is for. There 
will be hundreds and eventually thousands of jobs exported by the chemical 
industry each year which would otherwise have been created in the United States.

Balance of Payments.—The chemical industry will not have a balance of trade 
deficit next year or even the year after, but its contribution to the United States 
balance of payments will be seriously affected. There will be an even more rapid 
rise in benzenoid chemical imports and in chemical imports generally. The chemi 
cal industry will continue to lose its share of the world market and thereby further 
injure our balance of payments. The chemical industry will be forced to invest as 
much in lower cost facilities abroad as the law will permit. Chemical exports will 
continue to expand, but at a much slower rate. The chemical industry will each 
year make less and less of a contribution to our balance of trade until by 1975 
we will actually have a trade deficit.

If the "separate package" is approved and steps are not taken to remove the dis 
advantages to our trade resulting from the foreign border tax-export rebate 
mechanism, all of these things will come to pass. We do not like it, we do not want 
it to happen—it will hurt our industry as much as it will hurt our workers and 
the U.S. balance of payments. But whether we like it or not, this is what will 
happen.
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Tariff Commission Report on Economic Effect
As I noted earlier, the Government testimony contains nothing on probable 

economic effect except a few generalizations coupled with repeated assurances 
that the facts in support of these generalizations are all confidential and there 
fore will have to be presented to you in Executive Session. This is but the latest 
and most recent example of the steps being taken to keep from this industry and 
the public the non-confidential portions of the Tariff Commission's findings and 
conclusions as to the probable economic effect these "deals" will have upon the 
domestic benzenoid chemical industry and its workers.

Despite repeated requests by Members of Congress and our industry, the Gov 
ernment has consistently denied access to the non-confidential findings and con 
clusions. At first the Government refused to release the Report on the grounds 
that the Commission's findings were "not meaningful and indeed hardly intel 
ligible" without access to the confidential business data contained in the other 
part of the Report. When the Chairman of the Tariff Commission was asked what 
the Commission was doing preparing findings that were "not meaningful and 
indeed hardly intelligible," without access to the confidential business data, the 
Chairman responded that "the Commission's conclusions were stated in ab 
breviated fashion ; however, their meaning is perfectly clear to anyone having the 
background information which the report contained."

Certainly this industry has the background information contained in the 
report—we supplied it to the Tariff Commission in the first place!

The repeated requests for the non-confidential findings and conclusions have 
been denied on the grounds that they would require the release of confidential 
business information, but not once has the Government asserted that the "find 
ings and conclusions" contain confidential business information. Instead they 
respond that "both volumes" contain confidential business information. Moreover, 
requests that the Report be released with any confidential data expunged have 
met with no response.

We find it difficult to understand how our trade negotiators can come before 
this Committee and request implementation of the separate package agreement 
without releasing and permitting public comment on the non-confidential findings 
and conclusions of the Tariff Commission with respect to the probable economic 
effect of such action.

These non-confidential findings -and conclusions contain valuable information. 
The Government's own testimony states that:

"The Commission advised whether .particular concessions would or would not 
have an 'adverse effect' on domestic producers, i.e., whether 'this concession would 
or would not result in increased imports that would have significant effect on 
employment, profit levels, use of productive facilities, or on one or more of these 
economic factors'".

They were presumably quoting from the Commission's own description of what 
Its report contained.

Why is the Commission's advice as to "whether particular concessions would 
or would not have an 'adverse effect' on domestic producers" confidential?

Why is the Commission's advice as to whether "this concession would or would 
not result in increased imports that would have significant effect on employment,
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profit levels, use of productive facilities, or on one or more of these economic 
factors"' confidential?

Both of these questions can be readily answered without revealing any con 
fidential business information. This Committee, our industry and the public can 
be the judges of whether this information is "meaningful or intelligible" without 
the underlying confidential business information upon which it is based. If indeed 
it is not ''meaningful or intelligible" certainly no harm can come from its release.

The Government has instead elected to attempt to present its evidence on 
economic effect to this Committee "ex parte" in Executive Session, where the 
industry will not have the opportunity to comment on their facts and their 
analysis. While we believe there is no excuse for the Government's not pub- 
lically presenting its analysis, less any confidential information, we agree with 
Congressman Curtis that industry should be represented at any session where the 
facts are discussed and accorded an opportunity to comment

CONCLUSION
In light of the serious lack of reciprocity in the 50%-20% Kennedy Round deal 

and in the "separate package" and the serious adverse economic effect which 
these deals will have upon the domestic chemical benzenoid industry, its workers, 
and the U.S. balance of payments, we strongly urge this Committee to reject the 
"separate package" agreement and also to seriously consider what further steps 
it can take to bring some measure of reciprocity to the unreciprocal and coercive 
50%-20% deal negotiated in Geneva last year.

In addition, we believe that it is absolutely necessary that prompt action be 
taken to remove the critical disadvantages caused our trade by the border tax- 
export rebate mechanism imposed by many of our trading partners. We have 
requested the prompt "cooperative action" of our trading partners. They have not 
only rejected our request, but have persisted in actions which will further in 
crease our existing disadvantage. We therefore strongly urge that this Committee 
take those steps necessary to remove these disadvantages to our trade.

In our testimony we recommended one way of dealing with the problem. There 
certainly may be others, but the important thing is that action be taken—and 
taken now.

There can be no liberalization of trade without reciprocity, and there can be 
no liberalization of trade without requiring our trading partners to provide us 
with the same tax treatment of our goods as we provide theirs. Our balance of 
trade and balance of payments cannot stand it. Strong as we are, we are unable 
to compete with the rest of the world with one hand tied behind our back.

Thus, the issue we present to this Committee is not an issue of free trade versus 
protectionism. The issue which the Kennedy Round and these chemical "deals" 
pose for this Committee is whether we can afford trade liberalization without 
reciprocity and without equality of tax treatment for U.S. exports; whether we 
can afford to liberalize trade when our trading partners are doing just the op 
posite. We believe that the answer to both of these questions is "No" !

We appreciate the opportunity which you have accorded us to appear here today 
on behalf of the domestic benzenoid chemical industry.
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EXHIBIT 4

COMPARATIVE ANALYSIS OP AMERICAN SELLING PRICE VALUATION AND OTHER METHODS 
OP VALUATION RASED UPON OBJECTIVE STANDARDS

Over the years the valuation of imported goods has proved to be a recurring 
tariff problem for the United States. Since our import duties are made up in major 
part of ad valorem duties, the effectiveness of our tariffs is laregly a function of 
the reliability of our methods of valuation.
A. "Export Value" and the Problem of Undervaluation

At the present time, our valuation system is based principally upon "export 
value", pursuant to which imports are valued at wholesale price at which they 
are freely sold or offered for sale for export to the United States in the principal 
markets of the country of exportation. It is usually difficult, if not impossible, for 
Customs to ascertain with any reasonable degree of certainty the price at which 
any given product is being sold for export to the United States in the principal 
markets of any given country. Customs must therefore rely to a very considera 
ble extent upon the prices listed in the invoices submitted by the importer.

Consequently, a clear opportunity exists for the foreign producer and the im 
porter to avoid the payment of duty by submitting fictitious invoice values. More 
over, even where the invoice value does reflect the actual price being charged in 
the transaction, the price itself may also reflect other relevant considerations, 
such as tied purchases, which result in an understatement of the export value.

Not only does the opportunity and a clear incentive for undervaluation exist, 
but the ability of Customs to check on the value claimed by the importer, increases 
the potential for undervaluation. Customs simply cannot readily ascertain what 
the export value should be without making inquiries abroad, which may or may 
not assist in establishing the export value. Even where foreign inquiry is made, 
there still exists the possibility of claiming and supporting an artificial price as 
the export value.

That this is not only possible, but indeed likely, is evident from a recent report 
prepared by the Customs Bureau 1 which discussed the problem of determining 
whether or not to apply the export value on the basis of the price of the good 
f.o.b. foreign port or on the basis of an ex-factory price. The elimination of inland 
freight charges usually results in an export value three to five percent less than 
the f .o.b. price.

Under existing practice, the merchandise is appraised at the f .o.b. price unless 
the manufacturer furnishes an affidavit that he sells, or offers to sell, at an 
ex-factory price. The Bureau of Customs report points out:

"That this can lead to fraudulent practices is obvious; to prove it is in most 
cases difficult, if not impossible. In Japan alone approximately 4,000 manu 
facturers have submitted affidavits that they sell at an ex-factory price. Because 
of this most of the merchandise coming out of Japan is appraised on an ex-factory 
basis. Yet those who profess to know claim that 95% of the merchandise imported 
from Japan is sold on anif.o.b. basis."

Because of this problem, the Bureau of Customs last year announced its intent 
to value all goods coming from Japan on an f.o.b. basis unless an affidavit is sub 
mitted and Customs has been able to confirm the fact that the goods are actually 
sold on an ex-factory basis. The actual implication of this proposed regulation is 
that the Bureau of Customs is unable to rely upon the sworn affidavits of foreign 
manufacturers that sell on an ex-factory basis. If we are unable to rely upon the 
sworn affidavits of foreign producers, «t least as to the basis upon which they 
sell their goods where only three to five percent of the export value is involved 
and where Customs should be able to check, then one can only imagine the 
amount of undervaluation involved in the "export values" submitted to Customs 
where there is usually much more at stake and where Customs is in even less of 
a position to check the accuracy of the prices submitted.
B. "Brussels Valuation" and the Problem of Overvaluation

While the export value method used by the United States is subject to under 
valuation, the Brussels definition of value applied by most of our principal 
trading partners often results in overvaluation. Brussels valuation is based 
upon "the price which [the imported goods] would fetch ... on a sale in tho 
open market between buyer and seller independent of each other." Although this

1 Bureau of Customs, Evaluation of: Mission Organization Management (Deeeml»" 
1964).
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avoids the necessity of having to determine dutiable value on the basis of prices 
prevailing in foreign countries, it also gives Customs officials considerable discre 
tion in establishing the dutiable value, especially, where the buyer and seller 
are not completely independent of one another.

The International Chamber of Commerce has severely criticized Brussels 
valuation because of its uncertainty and tendency towards overvaluation.* This 
criticism coincides with the export experiences of some of our member companies, 
for whom the resulting overvaluation has become known as the "uplift" or 
"Maidenfonn" tax.
0. The American selling price system

1. Objective Standards for Evaluating Methods of Valuation: American Selling 
Price valuation avoids the problems of undervaluation inherent in our existing 
system of import valuation, and the overvaluation problems of Brussels valua 
tion.

An appropriate set of objective standards for evaluating any method of valua 
tion would be that it be (1) certain, (2) readily ascertainable by importers, 
domestic industry and Customs, (3) not subject to manipulation, and (4) not 
inconsistent with the purpose of our tariff. The American Selling Price system 
meets these objective standards far better than either the "export value" method 
currently applied by the United States or the so-called Brussels method of valua- 
ion applied by many of our principal trading partners.

2. Whether ASP Provides Higher Valuation Base Is Irrelevant: Unfortunately 
American Selling Price valuation has been much maligned both by our trading 
partners and by our own Government on the grounds -that it provides for a higher 
basis of valuation and consequently higher amounts of duty than the other 
methods currently applied. This criticism is completely unjustified and is certainly 
not a consideration in the determination of which is the most appropriate method 
of valuation.

It should be recognized by all concerned that the fact that one method of 
valuation results in a higher value than another is completely irrelevant, since, 
consistent with international obligations, the rate of duty may he adjusted in 
such a manner as to assure that any change in valuation base does not result in a 
change in the amount of duty collected. The fact that American Selling Price 
valuation usually results in a higher valuation base than the "export value" 
system is no more of an argument against American Selling Price than the fact 
that the Brussels valuation (based on landed value including insurance and 
freight) results in a higher basis of valuation than "export value" is an argument 
against the Brussels method.

3. The Merits of American Selling Price Valuation: We outline below the 
reasons why we believe the American Selling Price is a more appropriate basis 
of valuation than either export value or the Brussels method. For these reasons, 
we believe that American Selling Price valuation should be retained for benzenoid 
chemicals. In doing so we also answer the principal criticisms which have been 
made of ASP valuation.

a. American Setting Price valuation is certain.—It is based upon the price for 
which the 'product is sold or offered for sale in the United States in the ordinary 
course of trade and in the usual wholesale quantities at the time of exportation. 
Where the product is being sold at more than one price, Customs uses the price, 
at which the greatest quantity was being sold as of the time in question.

American Selling Price valuation has been criticized for being uncertain, 
not as to the value itself, but as to whether or not there is an American Selling 
Price in instances wheje the product is not produced in the United States.

If the product is not produced in the United States, the United States value or 
the so-called "export value" is applied. It is of course possible that U.S. produc 
tion and sales of a given product may commence between the time an order is 
placed for import and the time the goods are actually exported to the United 
States. To the extent that this is a problem, it may readily be cured by providing 
that the American Selling Price will only be applicable to products which were 
produced and sold in the United States for a period at least, for example, 90 days, 
before the goods are exported. SOCMA recommended such a procedure both to the

a International Chamber of Commerce, The Brussels Definition of Value—The Case of 
the "Sole Buyer" (February, 1963) ; International Chamber of Commerce, Customs Valua 
tion of Imported Goods—A Review of the Brussels Definition and of its Application 
(February, 1959).
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Bureau of Customs and to the Office of the Special Representative for Trade 
Negotiations on several occasions over the past three years.

6. The American Selling Price of the product is readily ascertainable to im 
porters, Customs and domestic producers.—In addition to having the benefit of 
prices filed by domestic manufacturers and weekly price information from trade 
publications, Customs can quickly and easily confirm the American Selling Price 
through direct inquiries to domestic manufacturers and their customers.

It has been urged that an importer frequently does not have sufficient infor 
mation as to what the American Selling Price of a domestic item actually is and 
therefore is unable to determine in advance what his duty will be. This is, of 
course, absurd. Before placing an order, any importer has to know the price at 
which the comparable domestic product is being sold in order to determine 
whether or not it would be profitable to import.

Because of the availability of information concerning the American Selling 
Price to all concerned, the chances of under or over valuation are virtually 
non-existent. Both importers and domestic manufacturers are in a position to 
challenge, any appraisement which may be out of line. Similarly, Customs is not 
in a position of having to accept the word of an interested party as to what the 
proper appraisement should be, since it is in a position to quickly confirm the ASP 
with U.S. consumers, and in the case of any dispute is able to subpoena the records 
of domestic manufacturers.

c. A8P valuation is not subject to manipulation.—Importers are unable to 
establish an artificial price where the exporter and importer are not dealing at 
arms length, such as an intra-corporate transaction or any other situation where 
the price, of the goods is not the sole consideration of the transaction. Nor is 
ASP subject to manipulation by domestic producers. Competitive factors at work 
in the U.S. market, and certainly the United States antitrust laws, are a powerful 
deterrent to any manipulation by domestic producers.

More important, however, is the fact that there is no competitive advantage to 
be gained over imports ~by raising the American Selling Price. For example, 
assume the American Selling Price of the product is $1.00 per pound and im 
ports of the same product can be sold in this country at $0.99 per pound. Even at 
40%, the highest ASP rate currently applicable, only 40% of any raise in the 
American Selling Price would be offset by increased duty. If the domestic manu 
facturer raised his price to $1.10, it would result in 4 cents additional duty, 
which would raise the price of the import to $1.03. Although the American man 
ufacturer could by raising the ASP have increased the, amount of duty the 
importer would have to pay by 4 cents, this would make little sense because he 
would actually be increasing the competitive advantage of the imported product 
from 1 cent to 7 cents.

d. ASP valuation is consistent with the purpose of our tariff.—The principal 
purpose of our tariff is to offset some of the disparity in costs of production here 
and abroad. Also a guiding principle is that of equal treatment to all of our trad 
ing partners. Yet the use of export value violates both of these principles by 
providing a tariff advantage to the lowest cost foreign producer on top of the 
significant cost advantages they already enjoy. Thus, where low production costs 
permit a low cost country to undercut the U.S. price of a product or the prices 
of other higher cost producers selling in this market, the application of a duty 
based upon export value actually increases rather than decreases the existing 
cost disparity.

By providing a tariff advantage on top of the substantial cost advantage already 
enjoyed, the use of export value actually subsidizes a widening of the cost dis 
parity. Where a 30% duty is involved, the U.S. Government actually bears 
30% of any reduction in the export value. This is, of course, clearly inconsistent 
with the theory of attempting to offset the production cost disparity. It does just 
the opposite.

ASP valuation, on the other hand, is consistent with the purpose of our tariff. 
Although it does not in any way diminish any existing cost advantage an import 
may have, unlike export value, it does not accentuate the cost advantage by pro 
viding additional tariff advantage on top of it. It treats all imports equally by 
levying the same amount of duty upon imports irrespective of whether it is a 
high or low wage country.

Moreover, unlike Brussels valuation (c.i.f.), it does not discriminate against 
foreign producers who, because of the distance involved or discriminatory freight 
rates, have to pay higher shipping charges in order to land their goods here
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Finally, ASP valuation reflects the cost of producing goods in the United States 

and the competitive factors prevailing in U.S. markets, instead of those prevailing 
abroad. This at least serves to diminish the extent to which changes in existing 
differences in production costs and market conditions will result in more favorable 
tariffs for foreign producers.

EXHIBIT 5

MEMORANDUM BE IMPKOVEMENT IN THE ADMINISTRATION OF AMERICAN 
SELLING PBIOE VALUATION

1. ASP Compared to Other Methods of Valuation.—The opposition to American 
Selling Price valuation has been based upon two principal complaints. First, ASP 
valuation is criticized in theory because it is different from the "export value" 
basis of valuation generally used by the United States and the "c.i.f." method of 
valuation used by many of our principal trading partners. This criticism is dealt 
with in the attached memorandum (Appendix I) entitled Comparative Analysis 
of American Setting Price Valuation and Other Methods of Valuation Based Upon 
Objective Standards which demonstrates that based upon objective standards the 
American Selling Price is a better method of valuation.

2. Administration of ASP.—As regards the practical effect of ASP valuation, 
the principal complaint voiced by importers of benzenoid chemicals has not 
been the level of the duty, but rather alleged inequities in the administration of 
American Selling Price valuation by the Bureau of Customs which create un 
certainty as to the amount of duty which will be assessed on benzenoid imports. 
In hearings before the Trade Information Committee in 1964, the importers testi 
fied that they were "unanimous in the viewpoint that the inequities of the system 
of trade are of greater detriment to them than the duty." (Hearings before the 
Trade Information Committee, p. 2420, Appendix II.) Similarly, in hearings before 
the House Ways and Means Committee last year, the importers principal criticism 
continued to be the uncertainty which "does not permit the United States importer 
to know at the time a contract for import to the United States is made whether 
the imported product will be subject to ASP, or what the ASP will be." (Hearings, 
House Committee on Ways and Means, 90th Cong. 2d Sess., Part 10, pp. 4681, 
4687, 4688. 4702, 4703-04.) The importers' economist estimated that the change 
in the level of U.S. duty would not increase U.S. imports but that removal of 
uncertainty in the administration of ASP valuation would result in an additional 
increase in benzenoid imports of $17 million per year by 1972 (Id. at 4681).

While, on the whole, the administration of ASP valuation is as fair and 
reliaWe as any in our customs laws, SOOMA has recognized that uncertainty 
as to whether ASP valuation is applicable can sometimes present problems for 
importers. As early as 1963, SOOMA submitted proposals for improving the 
administration of ASP valuation to the Bureau of Customs as a means for 
removing the uncertainties complained of by importers. Similarly these proposals 
were discussed with Governor Herter in December, 1964, and in 1966 SOOMA 
reiterated its proposals in correspondence and meetings with the Office of the 
Special Representative for Trade Negotiations and the Bureau of Customs.

However, it soon became apparent that, under pressure from the Europeans, 
the U.S. negotiators were intent upon eliminating ASP valuation rather than 
adopting the administrative changes necessary for dealing with the importers' 
complaints. SOCMA was informed by Ambassador William M. Roth, then Deputy 
Special Representative, that changes in the administration of ASP, "would not, 
in our judgment, meet the present desires of the Europeans . . . ." Letter dated 
October 7, 1966, from Ambassador Roth to the President of SOOMA).

In order to meet the "desires of the Europeans", our trade negotiators sub 
sequently agreed to the Separate Package rather than make the rather ad 
ministrative changes necessary to deal with the uncertainty complained of by 
importers.

Two years now have passed since the conclusion of the Kennedy Round negotia 
tions and the Congress has taken no action with respect to approving the Separate 
Agreement on Chemicals which, among other things, provides for the elimination 
of American Selling Price valuation. Similarly, no steps have been taken to adopt 
administrative changes to remove the uncertainty which forms the basis of 
the importers' complaints. Certainly such action would have eliminated the 
principal complaint about ASP valuation and thereby eliminated the "need" 
for the Separate Package to which the industry objects vigorously.
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Nevertheless, there is still a clear alternative to further legislative considera 
tion of the unreciprocal (Separate Agreement on Chemicals negotiated in the 
Kennedy Round. While the synthetic organic chemical industry has vigorously 
opposed, and will continue to oppose implementation of this unfair agreement, 
it continues to support efforts to improve the administration of ASP valuation 
in order to remove any basis for complaints of uncertainty which have 'been 
voiced by importers. To this end, SOOMA proposes that the Custom Regula 
tions be amended to incorporate the following procedure.

(1) List of Benzenoid Chemicals Manufactured in the United States.—The 
Bureau of 'Customs would publish a List containing the names of all benzenoid 
products which have been certified by domestic manufacturers as being produced 
in commercial quantities in the United States. Monthly supplements to the List 
would be published for .purposes of adding new products to the List and 
deleting products which were not re-certified by the manufacturer at least once 
a year.

ASP valuation would not be applicable to any imported benzenoid chemical 
unless such product was competitive with a domestic product which had been 
on the List for 60 days. In this way importers would be assured that so long 
as a product is exported within 60 days after the order was placed, American 
Selling Price valuation would not be applicable as a result of production 
commencing in the United States after the order was placed, but prior to the 
date of exportation.

(2) List of Non-Competitive Bensenoid Imports.—The Bureau of Customs 
would also publish a List containing all benzenoid imports determined to be non- 
competitive with domestic benzenoid products (and therefore not subject to 
ASP) within the two years prior to the date the Initial List is promulgated. 
Monthly supplements to this List would be published for purposes of 1) adding 
to the List additional products which upon importation had been determined 
to be non-competitive and 2) removing from the List any product for which 
the Bureau had received information providing cause to believe that imports 
thereof would be competitive with a product produced in the United States.

Any product contained on the List, as amended by the supplements, would 
continue to 'be treated as non-competitive and ASP not applicable until 60 days 
after the product was removed from the List. ; In this way importers would be 
assured that products previously entered as non-competitive would not subse 
quently be determined to be competitive without at least 60 days' notice.

(3) Advance Rulings.—Importers of benzeh'oid chemicals would be permitted 
to obtain advance rulings as to the competitive status of benzenoid imports in 
the same way that advance rulings are currently made with respect to tariff 
classification. Any product found to be non-competitive would be added to the 
List of Non-Competitive Bemenoid Imports discussed in (2) above. In the 
case of new products not previously imported, the ability to obtain such rulings 
would permit importers to determine the competitive status of a product in 
advance of importation.

The foregoing procedure would eliminate the uncertainty in the administra 
tion of ASP valuation complained of by importers. The Secretary of the Treasury 
is clearly authorized to adopt reasonable regulations for carrying out the valua 
tion provisions of our customs laws and the adoption of the foregoing procedure 
to improve the administration of American Selling Price valuation would con 
stitute a reasonable exercise of the Secretary's regulatory authority in this 
area.

There is, therefore, a clear alternative to further efforts to obtain implement 
ing legislation for the unreciprocal Separate Agreement on Chemicals nego 
tiated in the Kennedy Round. As an alternative to further consideration of the 
Separate Agreement, the adoption of SOCMA's proposal for improving the ad 
ministration of ASP valuation offers the following advantages:

1. The importers' principal complaint about ASP valuation would be cured.
2. Importers of non-competitive imports (which constitute over half of exist 

ing benzenoid imports) would not have to bear the duty increases of up to 50% 
which would be applicable to most non-competitive products if the Separate 
Agreement were implemented.

3. Domestic manufacturers and workers would not be forced to face the un 
fair and ruinous competition which would result from the additional tariff 
reductions in excess of the 50% authorized by the Trade Expansion Act which 
would be applicable to most benzenoid products under the Separate Agreement.

We believe that the adoption of this alternative should be acceptable to both 
the Administration and to the Congress since it deals with the importers' prin-



3455
cipal complaint without subjecting the domestic industry and its workers to the 
serious harm which would be caused by the additional tariff reductions in ex 
cess of 50% required under the Separate Agreement. Whatever may. have been 
the "desires of the Europeans" would be largely taken care of by the adoption of 
this alternative. In the light of such a clearly acceptable alternative, there can 
be little justification for any further attempt to seek legislative implementation 
of the Separate Agreement on Chemicals.

NEW DEVELOPMENTS——COMMISSION RULING ON DTESTUFF MANUFACTUKEBS

5. Societe Nogentaise de Produits Chimiques, 31 rue du Port, 94 Nogent-sur- 
Marne, France,

6. Pliarmacie Centrale de France, 379 avenue du President Wilson, 93 La- 
Plaine-St.-Denis, France,
by entering into and applying the export agreement of July 8 and 14, 1959, the 
additional agreements of March 10 and 31, 1960, and of April 7, 1960 (duration 
extended by agreement of December 14, 1964, and January 19, 1965), the gentle 
men's agreements of April 9, 1960, as well as the agreements implementing or 
supplementing these agreements, in particular the agreements concerning the 
fixing of prices and rebates for exports of quinine and quinidine, the allocation 
of national markets, the system of quotas and the equalization of quantities, and 
the restrictions on the production of quinidine, have until the beginning of Feb 
ruary 1965 committed a violation of the provisions of Article 85, paragraph 1, of 
the Treaty.

Article 2. The Commission imposes the following fines:
1. N. V. Nederlandse Combinatie voor Chemische Industrie, 210,000 units of 

account.1
2. Boehringer Mannheim GmbH, 190,000 units of account,
3. Buchler & Co., 65,000 units of account,
4. Soci&e Chimique Pointet-Girard S. A., 12,500 units of account,
5. Societe Nogentaise de Produits Chimiques, 12,500 units of account.
6. Pharmacie Centrale de France, 10,000 units of account.
Payment of these amounts, expressed in the national currency of one of the 

six Member States, shall be made to an account of the Commission within three 
months following the notification of this decision.

Article 3. Under Article 192 of the Treaty, Article 2 of this decision is en 
forceable against the enterprises cited therein.

Article 4. This decision is addressed to the enterprises named in Article 1.
[If 9314] Commission Rules Against Dyestuff Manufacturers.
Press Release from the Commission of the European Communities. Brussels, 

August, 1969.
Commission Decision of July 24, 1969, Official Journal of the European Com 

munities No. L195, August 1,1969.
Back references: U 2021.03, 2422,2542. See also If 8056.
The Commission has just reached a finding that various manufacturers of color 

ing matters have adopted concerted practices on the prices at which they sell 
their goods in the Common Market, and that these concerted practices constitute 
an infringement of Article 85 of the Treaty. The producers concerned have been 
fined.

Acting on information supplied by trade organizations of industrial users in 
several Common Market countries, the Commission carried out an investigation 
which showed that uniform and virtually simultaneous price increases had been 
applied in the Common Market by ten major manufacturers of coloring matters 
in January 1964, January 1965, and October 1967. These manufacturers are

—Bayer, BASF, Cassella, and Hoechst (Germany)
—Francolor (France)
—ACNA (Italy) 

. —Ciba, Geigy, and Sandoz (Switzerland) and
—ICI (U. K.). 

Evidences of Concerted Action

1 Pursuant to Article 18 of Regulation No. 17 and In conjunction with Article 17, para 
graph 1, of the Budgetary Regulation of the Community of July 30, 1968 (Official Journal 
No. L 199, August 10, 1968), the value of one unit of account Is 0.88867088 grams of fine
fold, which at present Is equivalent to 4 Deutsche mark, 50 Belgian francs. 4.93706 French 
rancs, 625 Italian lire, and 3.62 Dutch florins (Official Journal No. C 65, June 2, 1969)
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There are several points which show that these price increases were the result 
of concerted action: the rates were idential and were introduced by the various 
manufacturers in the different Common Market countries at virtually the same 
time; the content of the instructions sent by the manufacturers to their sub 
sidiaries or representatives in connection with the 1964 increase was very similar 
—in some instances these instructions were couched in identical terms; and the 
manufacturers exchanged information regularly at meetings and in other ways.

The Commission considers that the concerted practices in question come under 
the provisions of Article 85(1). They restrict the free play of competition, now 
confined to quality and technical assistance; by applying the same price in 
creases for the same category of products on virtually the same date, they in 
volve the direct fixing of the selling prices for the coloring matters marketed in 
the EEC by each of these manufacturers.

These concerted practices can impair trade between Member States in two 
ways. First, they cover all products imported and sold in the different EEC 
countries by the enterprises and by their subsidiaries or representatives. Second, 
they have prevented users from enjoying the benefits that could have accrued 
from importing from other Member States, since the price increases made on 
their home markets were applied at the same rate and on the same date in the 
other countries. It is the manufacturing companies rather than their subsidiaries 
that have been charged with concerted practices because the latter were closely 
dependent on their parent companies and did no more than obey instructions. 
The possible application of Article 85(3) could not be examined because no 
notification of an agreement had been filed.

FINES IMPOSED

The Commission has considered it necessary to impose fines under Article 
15(2) of Council Eegulation No. 17, because these practices are serious infringe 
ments by major companies controlling more than 80 percent of the EEC market 
in coloring matters. They must have known from their own competition experts 
that the concerted practices in question contravened the provisions of the Treaty.

Given the gravity and duration of the infringements, an identical fine is to be 
imposed on all the companies covered by the decision except ACNA, which has 
been less heavily penalized; it was not party to the 1965 increase in Italy and, 
by its action, prevented the increase contemplated by the other manufacturers in 
1967 from being applied on the Italian market.

This is the first time that the Commission has taken a formal decision on con 
certed practices in the matter of pricing and set out the criteria and reasoning 
that led it to conclude from the facts brought to light by its investigation that 
such concerted practices existed between the manufacturers concerned.

This is also the first time that a ban has extended beyond Community enter 
prises to companies with headquarters in non-member countries. These com 
panies could be included in the scope of the decision because the restrictions of 
competition to which they were party affected the situation within the Common 
Market. Consequently, all the enterprises involved have been fined. The fines 
amount to $40,000 for ACNA and $50,000 for the other nine companies.

COMMISSION DECISION ' OF JULY 24, 1969, RELATING TO A PROCEEDING UNDER ARTICLE 85 

OF THE EEC TREATY (IV/26,267——DYESTUFFS)

The Commission of the European Communities
Noting the Treaty establishing the European Economic Community, partic 

ularly Article 85 thereof,
Noting Council Regulation No. 17 of February 6, 1962, particularly Articles 3 

and 15 thereof,
Noting the Commission decision of May 31, 1967, to proceed ex offlcio pursuant 

to Article 3 of Regulation No. 17 against several producers of dyestuffs upon find 
ing that simultaneous price increases had taken place and were being applied 
under uniform conditions within the Common Market.

Having heard the enterprises concerned in accordance with Article 19, para 
graph 1, of Regulation No. 17, and Regulation No. 99/63,

2 Unofficial CCH translation.
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Noting the opinion of the Consultative Committee on Cartels and Monopolies 
obtained in accordance with Article 10 of Regulation No. 17 on July 8 and 9,1969, 

In consideration of the following:
I

COMMISSION INVESTIGATION

On the basis of the data furnished by trade organizations of the leather, textilet 
dye, and printing industries of several countries of the Common Market regard 
ing simultaneous price increases made by various producers of dyestuffs, the Com 
mission, pursuant to Article 14 of Regulation No. 17, undertook a series of in 
vestigations in the six Member States, relating to the successive price increases of 
1964,1965, and 1967.

The following facts were established as a result of these investigations:
(a) Between January 7 and January 20,1964, a uniform 15 percent increase in 

the prices of most aniline dyes (with the exception of pigment dyes and pigment 
preparations, sulphur blacks, and coloring matters intended for foodstuffs, bio- 
logicals, and the manufacture of cosmetics) took place in Italy, the Netherlands, 
Belgium, and Luxembourg.

(b) On January 1, 1965, this 15 percent price increase also took place in Ger 
many. On the same date, almost all the producers in that country, as well as in 
the countries already affected by the 1964 price increase, raised their prices for 
dyes and pigments not covered by the first increase by a uniform 10 percent.

(c) On October 16, 1967, the prices of all dyestuffs were increased by almost 
all the producers in Germany, the Netherlands, Belgium, and Luxembourg, by 
8 percent, and in France by 12 percent, while no price increase took place in 
Italy.

These three price increases were, under the conditions described below, made 
by the following producers:

—Badische Anilin-und Soda-Fabrik AG (BASF), Ludwigshafen (Germany),
—Cassella Farbwerke Mainkur AG, Frankfurt-am-Main (Germany),
—Farbenfabriken Bayer AG, Leverkusen (Germany),
—Farbwerke Hoechst AG, Frankfurt-am-Main (Germany),
—Francaise des matieres colorantes S. A. (Francolor), Paris (France),
—Aziende.Color! Nazionalli Afflni S. p. A. (ACNA), Milan (Italy).
—S. A. Ciba, Basel (Switzerland),
—J. R. Geigy S. A., Basel (Switzerland),
—Sandoz S. A., Basel (Switzerland),
—Imperial Chemical Industries Ltd. (I. C. I.), Manchester (Great Britain).

II

VIOLATION OP BUMS OP COMPETITION

Under Article 85, paragraph 1, of the Treaty establishing the European Eco 
nomic Community, all agreements between enterprises, all decisions of associa 
tions of enterprises, and all concerted practices that are likely to affect trade 
between Member States and whose object or effect is to prevent, restrict, or 
distort competition within the Common Market are incompatible with the Com 
mon Market and prohibited.

The price increases that took place in January, 1964, January, 1965, and Oc 
tober, 1967, in the dyestuffs sector fulfill these conditions.

They are in fact the result of concerted practices between the enterprises 
named in Part I, above, which involved the fixing of the size of the price in 
creases for certain dyestuffs and the conditions under which such increases were 
to be applied within the Common Market.

In their answer to the statement of objections and at the hearing, the enter 
prises concerned denied that the 1964, 1965, and 1967 price increases were the 
result of concerted practices. They maintain, in particular, that this was simply 
a case of parallel conduct, since each enterprise adjusted its conduct on each 
market to conform to that of the producer that initiated the increase. This is 
considered an entirely normal practice in an oligopolistic market, where every 
producer knows all the others and knows the prices charged by each competitor. 
Where, because of a continued drop in prices owing to a series of small indi 
vidual price concessions made to the customers after each increase to take into 
consideration more favorable offers from competitive producers, such prices have 
fallen to a level which the enterprises believe to be too low, and where one of

46-127 O—70—pt. 12———10
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the enterprises, which is almost always the one holding the strongest position 
on that market, raises its prices, the others immediately fall into line. It would 
not be in their interest to do otherwise, since they would be unable to increase 
their production as fast as would be necessary to meet the sudden increased 
demand which their decision to maintain the old prices would not fail to bring 
about. Furthermore, in view of the low price level, they would derive no advan 
tage from touching off a sharp price competition with the other producers.

,The Commission's investigations showed that the successive price increases 
and the conditions under which they came about cannot be explained simply 
by the oligopolistic structure of the market, but rather are the result of a con 
certed practice.

SIMILARITY IN BATES AND TIMING OP INCREASES

A first element of proof of the concerted nature of these increases can be found 
in the fact that the rates of the individual price increases were identical in all 
the countries, as well as in the fact that with very few exceptions the price in 
creases applied to -the same dyestuffs. In addition, the concerted nature of these 
price increases is confirmed 'by the fact that they were put into effect by the 
producers concerned, on almost—or even exactly—the same day in the individual 
countries of the Common Market in which they were applied. It is inconceiv 
able that, without first meticulously working out an arrangement in concert, 
the major producers supplying the Common Market would have raised the price 
for the same products produced in large quantities, repeatedly and practically 
at the same time and at the same rate, and even in several countries, in which 
the market conditions for dyestuffs are different.

The price increase of January, 1964, was announced and put into effect 
immediately: in Italy on the 7th by Ciba, in the Netherlands on the 9th by 
I. C. I., and in Belgium on the 10th by Bayer, while the other producers involved 
followed suit within two or three days.

In Italy, apart from Ciba, which had already instructed its Italian subsidiary 
to increase its prices before January 7, all the other producers concerned except 
ACNA, which operated on its home market, sent their respective subsidiaries or 
representatives instructions by wire or telegram from their respective head of 
fices, which are far apart, to raise prices, on the evening of January 9, Sandoz 
at 5:05, Hoechst at 5 :09, Bayer at 5:38, Francolor at 5:57, BASF at 6:55, Geigy 
at 7:45, and I. C. I. at a time of day that could not be determined, since that 
company gave its instructions by telephone.

The price increase of January, 1965, was announced on different dates but put 
into effect uniformly on January 1, both for liquid dyestuffs in Germany and 
for pigments in Italy, Belgium, the Netherlands, and Germany.

The price increase of October, 1967, which was announced during the month 
of September, was put into effect in almost all cases in the Netherlands, Bel 
gium, Germany, and France on the same date, namely October 16, by all the 
producers. The only exceptions were ACNA, which raised prices in France on 
the 6th of October and in Belgium on the 30th, Sandoz, which raised prices in 
Germany on the 14th and 15th of October and in Belgium on the 15th, and 
Hoechst, which raised prices in Germany on the 16th and 17th of October.

It must be noted that ACNA did not take part in the 1965 price increase on 
the Italian market and, by this action, prevented the increase contemplated by 
the other producers for 1967 from taking place on that market

SIMILAR WOBDINO OP IN6TBUCTTON6

Further proof of the concerted nature of these price increases is the similarity 
of the wording of the instructions given by the producers to their subsidiaries 
or representatives on the various markets, in particular at the time of the Jan 
uary, 1964, increase. It is, in fact, significant that in several of these instructions 
the producers specifically ordered their subsidiaries or representatives to put 
the increase into effect immediately, to .refuse to make out predated invoices, 
and to cancel all unfilled offers.

The existence of a concerted arrangement is all the more certain because, 
while the producers all imposed a 15 percent increase in the resale price to users, 
they did not, however, always increase their own delivered price to their sub 
sidiaries or representatives by the same percentage.

The orders to raise prices sent by several producers to their subsidiaries or 
representatives in January, 1964, contain very similar wording, even to the
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extent that some sentences are exactly the same (this similarity is most con 
spicuous in the wires sent by Geigy and by Hoechst on January 9, 1964, to 
their Italian subsidiaries). This cannot be explained otherwise than by a prior 
agreement between the enterprises concerned, since these instructions were 
often sent on the same day, sometimes even at the same hour, which makes 
unacceptable the parties' explanation that the similarities in wording result 
only from the fact that they copied each other's orders for the sake of 
convenience.

FREQUENT EXCHANGES OF INFORMATION

The producers exchanged information repeatedly, in particular at meetings 
held in Basel and in London. The minutes of one of these meetings, held in Basel 
on August 18, 1967, and in which all the producers concerned except ACNA took 
part, show not only that the question of the dyestuffs prices was discussed, but 
also that J. R. Geigy S. A. announced at that meeting that it was "seriously 
considering increasing sales prices even before the end of the year." According 
to the Bundeskartellamt decision of November 28, 1967, Geigy even stated at 
this meeting that it would raise the price of its coal-tar dyes by 8 percent on 
October 16,1967.

In view of these circumstances, there is no doubt that the price increases 
which the Commission found had taken place are at least the result of con 
certed practices within the meaning of Article 85, paragraph 1. There is therefore 
no need to examine whether these price increases are the result of an agreement.

Proof of the existence of concerted practices was found on the part of the 
various producers, irrespective of whether their head office was within or outside 
of the Common Market, and not on the part of their subsidiaries or representa 
tives. The instructions to these subsidiaries or representatives to raise their 
prices were binding; even if they had been free to set their own prices, it 
would have been impossible for them to absorb an increase in the factory prices 
of from 12 to 18 percent without passing on at least a substantial part of such 
increase in the form of a comparable rise in their own sales prices. Thus, 
the concerted practices must be blamed on the producers and not on their 
subsidiaries or representatives.

RESTRAINT OF COMPETITION

These concerted practices restrict competition within the Common Market. 
Since their object is the application of identical price increases by all the 
enterprises referred to, virtually at the same time and for the same groups of 
products, they directly fix the sales prices of the various dyestuffs sold by these 
enterprises within the Common Market.

In the dyestuffs industry, the producers' price increases affect the sales 
price to all users because the products are distributed by the producer's own 
sales network, in the case of deliveries on its own home market, or, in the 
case of sales on foreign markets, through its distributors, who are strictly 
bound to follow the producer's instructions. Such a price increase therefore 
restricts competition, which can now extend only to quality or to customer 
service.

At the time of the 1964 and 1965 price increases, this restriction of competition 
was all the more perceptible because the rates of the increases for all enter 
prises were the same for each group of products and for all the countries 
affected by the increase, i.e., all the Member States except France. In these 
countries, the fact that the rate of increase was the same meant that the 
prices of the various, enterprises could be kept at more or less the same level 
within each domestic market, in spite of the increase. This was true also for 
France, where prices remained unchanged. At the time of the 1967 increase, 
this agreement on the rates showed up again in each of the countries, since 
the prices for all the products were increased by 12 percent in France and 
8 percent throughout the remainder of the Common Market except Italy, 
where they remained unchanged.

EFFECT ON THIRD PARTIES

The fact that the price increases were in the same amount and were carried 
out at the same time had a particularly injurious effect for the users, in 
the light of the fact that almost all of the enterprises selling dyestuffs within 
the Common Market, where they account for more than 80 percent of the sales,
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took part in the concerted practices. The users did not have the opportunity 
to obtain some or all of their supplies at the old prices from another producer, 
who might not have joined in the price increase, so as to mitigate its effects on 
tlieir own business, since all the remaining producers sooner or later aligned 
their prices with those of the producers who were parties to the concerted 
practice.

This situation, therefore, brought about not only a perceptible change in the 
position of the producers, but also a perceptible and, moreover, an adverse— 
change in the position of third parties, in this instance the users, on the market 
of the products in question.

The parties have argued that competition between producers, particularly 
in an oligopolistic market, does not exclusively, or even primarily, bear on 
prices, but on the quality of the product and service to the customers. They 
would also have it that keeping the prices of all the producers at more or 
less the same level on each market—regardless of whether or not the prices are 
increased—cannot have the effect of restricting competition, but only of shift 
ing competition from the level of prices to that of quality and customer 
service.

These arguments do not belie the fact that competition was prevented, 
restricted or distorted by the concerted practices. Competition does in fact 
exist between producers also, and even primarily, with respect to prices. The 
enterprises themselves state that, other than at the time of increases, there is 
active price competition between them in the form of concessions to individual 
buyers, which tends to cause prices to drop. Thus competition does not take 
place only with respect to the quality of the products and to customer service. 
The artificial maintenance of prices at relatively the same level therefore did 
have the effect of restricting competition by confining it to those two aspects 
alone. If, moreover, it proved impossible for an individual producer to act 
independently in maintaining an effective and constant price level, the fact 
remains that any concerted action in this area prevents, restricts, or distorts 
competition.

TRADE BETWEEN MEMBER STATES AFFECTED

These concerted practices in the matter of pricing, whose effects are felt in 
more than one country of the Common Market, are likely to affect trade between 
Member States. The concerted practices apply not only to the domestic products 
sold on each market affected, but also to all foreign products, particularly those 
of Community origin, that are imported and sold on that market by the subsidi 
aries or representatives of the producers taking part in the concerted practices. 
Together these products represent the entire range of such products offered on 
such market.

In addition, these practices are likely to affect intra-Community trade because 
of the manner in which the price increases were put into effect.

The enterprises concerned in fact intended to prevent these price increases 
from prompting the users to undertake direct imports from other Member States, 
since such imports, which would have been profitable because of the price 
increases on their own market, could have altered the position of the individual 
enterprises on their home markets or that of the various groups on the European 
market. In order to avoid this result, the price increases were put into effect in 
several Member States virtually at the same time and at the same rates and 
simultaneously for all enterprises established in any one State.

The arguments offered by the parties to prove that an intra-Community trade 
in the dyestuffs sector is impossible, because of the high transport costs, lengthy 
customs formalities, linguistic difficulties, the need for permanent technical 
assistance by the producer to the user, and the need for more prompt and fre 
quent deliveries of small quantities, do not lead to the conclusion that intra- 
Community imports by the users are impossible, insofar as there is enough dif 
ference between the prices of dyestuffs in the various countries. In addition, 
the purchase of the same or similar dyestuffs in another State cannot be con 
sidered to be unprofitable, particularly where they are of a type with which the 
user is familiar and are ordered in large quantities. Experience has shown, 
furthermore, that users of dyes, for technical reasons, remain faithful to one 
particular supplier for deliveries of a specific dyestuff, but this faithfulness is 
not unshakable and does not prevent users from changing suppliers in the 
event the supplier were to increase prices too much.
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There is no reason for the Commission to examine the possibility of applying 
Article 85, paragraph 3, of the Treaty with regard to an exemption from the 
prohibition, since the concerted practices in question were not registered, in 
spite of the fact that under Article 4, paragraph 1, of Regulation No. 17, they are 
of the type of agreement that is subject to registration. Under Article 6 of 
Regulation No. 17, such registration is a prerequisite for a declaration that the 
prohibition set forth in Article 85, paragraph 1, is retroactively inapplicable.

COMMISSION'S AUTHORITY TO IMPOSE FINES
Under Article 15, paragraph 2, of Regulation No. 17, the Commission may, 

through a decision, impose on enterprises fines of from one thousand to one 
million units of account, or beyond that, up to 10 percent of the turnover of the 
preceding fiscal year for each of the enterprises that was a party to the violation 
where, either willfully or negligently, they violated the provisions of Article 85, 
paragraph 1, of the Treaty.

By taking part in the concerted practices in question, the enterprises to which 
this decision applies have, at least negligently, violated Article 85, paragraph 1. 
These enterprises knew, or in any event should have known, that such practices 
constituted violations of Article 85 and were subject to Article 15, paragraph 2, 
of Regulation No. 17 relating to fines. The conditions for applying Article 15, 
paragraph 2, are therefore fulfilled, so that the Commission may impose fines 
upon them. Considering the significance and circumstances surrounding the 
violations which have been established, the Commission deems the imposition of 
fines appropriate.

In determining the amount of the fine, the Commission must, under Article 15, 
paragraph 2, of Regulation No. 17, take into consideration the gravity of the 
violations and their duration.

The violations for which the enterprises concerned are responsible are of a 
serious nature, since the enterprises, through their concerted practice in raising 
prices, substantially restricted competition within the Common Market.

The gravity of these violations stems from the fact that these enterprises, all 
of them major enterprises, alone account for more than 80 percent of the sales 
of dyestuffs within the EEC and, also, from the fact that the products manu 
factured by them are used by numerous other industries.

As for the duration of the violations of Article 85, the fact that they stem 
from an arrangement which was translated into action as early as in 1964, 
then in 1965, and again in 1967, must be taken into account.

In determining the amount of the fines, the fact that the enterprises concerned 
all took part in the same way in the concerted practices must be taken into"" 
account, as well as the fact that the participation of each enterprise was of 
equal importance in carrying out the price increases.

The enterprises concerned are all of comparable importance within the Com 
mon Market, even though such importance is not manifested for all in the same 
manner or does not exist in the same proportion in all the Member States.

RESPONSIBILITY OF INDIVIDUAL ENTERPRISES

The share of responsibility to be attributed to each of the enterprises con 
cerned by reason of its participation in preparing and putting into effect the 
various price increases is the same for all, except for ACNA, which did not take 
part in the 1965 price increase on the Italian market and, by refusing to be party 
to it, prevented the 1967 price increase. Taking all of these circumstances into 
account, a fine of fifty thousand units of account will be imposed on all of the 
enterprises except ACNA. The fine for ACNA is set at forty thousand units of 
account.

As for the German enterprises, BASF, Cassella, Bayer, and Hoechst, the fact 
that because of the agreement of the uniform application of the price increase 
that took place in Germany in 1967 they are subject to fines under German law 
has no bearing on the right of the Commission to impose fines on them pursuant 
to Regulation No. 17. This has been established by a decision of the Court of 
Justice of the European Communities [II8056].
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RESPONSIBILITY OF INDIVIDUAL ENTERPRISES

This decision is binding on all the enterprises that took part in the concerted 
practices, irrespective of whether or not they are domiciled within or outside of 
the Common Market. Under Article 85, paragraph 1. of the Treaty establishing 
the EEC, all agreements between enterprises, all decisions of associations of 
enterprises, and all concerted practices that are capable of affecting trade 
between Member States and whose object or effect is to prevent, restrict, or 
distort competition within the Common Market are incompatible with the 
Common Market and prohibited. The rules of competition of the Treaty are 
therefore applicable to all restrictions of competition that produce within the 
Common Market effects to which Article 85, paragraph 1, applies. There is there 
fore no need to examine whether the enterprises that originated such restraints 
of competition have their head office within or outside of the Community.

Under Article 191, paragraph 1, of the Treaty of Rome, the decision becomes 
effective when the addressees thereof are notified of it.

Such .notification is effected as of the time the decision duly entered the 
addressee's "sphere of influence" (see the decision of the Court of Justice of 
the European Communities in Case No. 8/56, December 10, 1957).

The Common Market subsidiaries of Ciba, Geigy, Sandoz, and I.C.I, that are 
wholly controlled by their parent companies are part of the "sphere of influence" 
of these four enterprises. Thus, these enterprises can validly be notified at the 
head office of one of these subsidiaries,
Jias issued the Jo llowing decision : 

Article 1. The concerted practices of the following enterprises:
Badische Anilin-und Soda-Fabrik AG (BASF), Ludwigshafen (Germany),
Cassella Farbwerke Mainkur AG, Frankfurt-am-Main (Germany),
Farbenfabriken Bayer AG. Leverkusen (Germany),
Farbwerke Hoeehst AG, Frankfurt-am-Main (Germany),
Franchise des Matieres Colorantes S. A. (Francolor), Paris (France),
Aziende Colori Nazionali Affini S.p.A. (AONA), Milan (Italy),
S. A. Ciba, Basel (Switzerland),
J. R. Geigy S. A., Basel (Switzerland),
Sandoz S. A., Basel (Switzerland), and
Imperial Chemical Industries Ltd. (I.C.I.), Manchester (Great Britain),

involving the setting of the rate of increase for prices in the dyestuffs sector and 
the conditions under which such price increases were to be carried out, practices 
which led to pric eimcreases in 1964, 1965, and 1967, constitute violations on the 
part of these enterprises of Article 85 of the Treaty establishing the European 
Economic Community.

Article 2. The Commission imposes on the enterprises named below fines as 
follows:

—Badische Anilin- und Soda-Fabrik AG (BASF), Ludwigshafen (Germany) : 
fifty thousand units of account,3

3 Pursuant to Article 18 of Regulation No. 17 and In conjunction with Article 17, para 
graph 1. of the Budgetary Regulation of the Community of July 30. 5968 (Official Journal 
No. L 199, August 10, 1968), the value of one unit of account is 0.88867088 grams of fine 
gold, which at present Is equivalent to 4DM. 50 Belgian francs, 4.93706 French francs, 625 
Italian lire or 3.62 Dutch florins (Official Journal No. C 65, June 2, 1969).
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—Casella Farbwerke Mainkur AG, Frankfurt-am-Main (Germany) : fifty 
thousand units of account,

—Farbenfabriken Bayer AG, Leverkusen (Germany) : fifty thousand units of 
account,

—Farbwerke Hoeschst AG, Frankfurt-am-Main (Germany) : fifty thousand 
units of account,

—Francaise des Matiferes Colorantes S. A. (Francolor), Paris (France) : fifty 
thousand units of account,

—Aziende Colori Nazionali Affini S.p.A. (ACNA), Milan (Italy) : forty thou 
sand units of account,

—S. A. Ciba, Basel (Switzerland) : fifty thousand units of account,
—J. R. Geigy S. A., Basel (Switzerland) : fifty thousand units of account,
—Sandoz S. A., Basel (Switzerland) : fifty thousand units of account,
—Imperial Chemical Industries Ltd. (I.C.I.), Manchester (Great Britain) : 

fifty thousand units of account.
Payment of these amounts to the Commission must be made within three 

months from notification of this decision.
Article 8. Under Article 192 of the Treaty, Article 2 of this decision in enforce 

able against the enterprises designated in such article.
Article 4- This decision is addressed to the enterprises named in Article 1.
Notification of this decision to S. A. Ciba, J. R. Geigy S. A., Sandoz, S. A., and 

Imperial Chemical Industries Ltd. may also be sent to the head office of one of 
their subsidiaries in the Common Market.

EXHIBIT 7
SUMMARY OF SOCMA POSITION WITH RESPECT TO BORDER TAX-EXPORT REBATE

ISSUE

1. Invalidity of GATT distinction.—U.S. trade is disadvantaged under current 
GATT interpretations which permit border taxes and export rebates for turnover 
taxes and not for income taxes based upon an outmoded concept of tax incidence. 
An assumption that both of these taxes are equally passed forward is certainly 
closer to economic reality than the current GATT assumption that turnover taxes 
are always passed wholly forward to the consumer while income taxes always 
pass wholly backward to the producer.

2. Disadvantage to V.8. Trade.—In countries with border taxes, U.S. exports 
must bear their entire U.S. tax burden, and, via the border tax, the importing 
country's turnover tax—a tax which in the Common Market countries accounts 
for over 50% of the entire tax burden. In third countries and in the U.S. market, 
U.S. products bearing their entire U.S. tax burden are subject of unfair competi 
tion from exports from countries in which these turnover taxes are rebated (or 
exonerated) upon exportation.

3. Effect on Tariff Reductions.^—In the Kennedy Round we ignored border 
taxes and agreed to reduce our entire trade barrier in return for European tariff 
reductions which represented only a portion of their barrier to our trade. To 
make matters worse, our European trading partners not only maintained their 
border taxes and export rebates, but actually carried out their previously an 
nounced plan to increase them. Border tax increases have in many instances more 
than offset their Kennedy Round tariff reductions while increased export rebates 
have had the effect of further reducing the effective level of our tariffs.

4. German Example.—The effect of the Kennedy Round negotiations and 
border tax-export rebate changes upon the relative German and U.S. chemical 
trade barriers is shown on Charts I and II respectively. Chart I shows that as a 
result of border tax increases the total German barrier to chemical imports 
from the U.S. actually increases by approximately 50%.
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Chart!
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TABLE I.—GERMAN BARRIERS TO U.S. CHEMICAL EXPORTS 

[Percent of cost, Insurance, and freight value]

Total trade 
Tariff) Border tax ' barrier*

Dec. 31, 1967— Before Kennedy round reduction and bordertax increase _

July 1. 1968— After full EEC Kennedv round "reduction"....— .........

11.5 
11.5 
11.7

4 
10 
11

15.5 
21.5 
22.7

-_... ., ._._ _..__. -.,.--_-.—.„„. ' reductions and tax harmoniza 
tion at 15 percent———--....------.......---.---........-.... 7.1 15 22.1

1 CCH Common Market Reporter, par. 9227 (April 1968), from data released by the EEC.
> Before Jan. 1, 1968, the normal German border tax was 4 percent of the duty paid landed value, with a higher rate 

permitted for some products. Effective Jan. 1,1968, the German border tax was raised to 10 percent of the duty paid landed 
value and an 11-percent rate became effective July 1,1968. By the early 1970's, the EEC countries plan to harmonize their 
turnover taxes, border taxes, and export regales at approximately 15 percent. No adjustment has been made in the border 
taxes to reflect the fact that they are based upon the duty paid landed value rather than the cost, insurance, and freight 
value. In each case it would result in a border tax about 1 percent higher than shown on this table.

> Tariff plus border tax equals total barrier

Chart II shows how the increased German export rebate further reduces the 
effective U.S. barrier to German chemical exports until there is no barrier left. 
[Charts III and IV contain similar information with respect to German and U.S. 
trade barriers affecting all exports.]

5. Continuing Border Tax Increases.—Since the conclusion of the Kennedy 
Bound negotiations, other EEC countries (Belgium and the Netherlands) have 
adopted similar 'border tax and export rebate increases, even before formally 
adopting the TV A. Their adoption of the TVA results in still further increases. 
Other European countries have also adopted the TVA with higher border taxes 
and export rebates. (See Attachment 1-Border Tax Increases Since the Kennedy 
Round.)

6. Recognition of Need, for Action.—The border tax-export rebate increases 
by Germany in January, 1968 had the effect of emphasizing the trade effects of 
such measures and the disadvantages under which the United States is forced 
to operate in world trade. During 1968, both the private and public sectors urged 
prompt action to remove these disadvantages, including President Lyndon 
Johnson, Treasury Secretary Henry Fowler, Assistant Secretary John Petty, 
Assistant Trade Negotiator Harold Malmgren, National Export Expansion Coun 
cil, American Bankers Association, and the Tax Foundation. (See Attachment 
2, Quotes on Border Taxes.)

7. Countervailing Duties.—Section 303 of the Tariff Act of 1930 as interpreted 
and applied by the Supreme Court, clearly requires that countervailing duties be 
applied to rebates of indirect taxes upon exportation. The countervailing duty law 
should be vigorously enforced unless prompt action is taken to remove -the dis 
advantages to U.S. trade caused by foreign border taxes and export rebates.

8. Time for Action.—There is no longer any question of whether we are signi 
ficantly disadvantaged, the only issue now is what to do about it. Since 1963, the 
United States has been negotiating in the OECD and the GATT with respect to 
this issue. Despite our rapidly deteriorating trade 'balance and intensive nego 
tiations during 1968, our European trading partners have not only refused to 
assist in removing this disadvantage, but have actually insisted upon further in 
creasing it. Since these negotiations have failed, we urge that the United States 
proceed unilaterally to take the steps necessary to remove this disadvantage 
to our trade.
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Chart II
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TABLE II.—U.S. BARRIERS TO GERMAN CHEMICAL EXPORTS 

(Percent of export value]

German export Effective U.S. 
U.S. tariff i rebate 2 tariff •

Dec. 31, 1967—Before Kennedy round reduction and export rebate „ „
increase......-........-..-...-.-...........-.....-.-.--.--... 15.9 4 11.9

Jan. 1, 1968—After 1st U.S. tariff reduction and German export rebate , ,
Increase....................................................... 14.4 10 4.4

Julyl, 1968—After further export rebate increase..................... 14.4 11 3.4
Jan. 1, 1972—After full U.S. Kennedy round reductions and EEC tax , .

harmonization at 15 percent-.................................... 9.1 15 -5.9

i Weighted average U.S. chemical tariff on dutiable imports before Kennedy round reductions were estimated by the Gov 
ernment to be "almost 16 percent" (Government Statement, p. 46). The U.S. tariff after full Kennedy round reduction was 
obtained by reducing 15.9-percent rate by 43 percent, by the average U.S. reduction in chemical tariffs in the Kennedy 
round (see Government statement, p. 38).

' Before Jan. 1,1968, the German export rebate (or tax exoneration) was 4 percent of the price in Germany, with a 
higher rate permitted for some products. Effective Jan. 1,1968, the German rebates rose to 10 percent and will move to 
11 percent on July 1,1968. By the early 1970's, the EEC countries plan to harmonize their turnover taxes, border taxes, 
and export rebates at approximately 15 percent

> U.S. tariff-German export rebate=effective U.S. tariffs.
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Chart I
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TABLE III.-GERMAN BARRIERS TO U.S. EXPORTS 

[Percent of cost, insurance, and freight value]

Total trade 
Tariff' Border tax » barriers >

Dec. 31, 1967—Before Kennedy round reduction and border tax in 
crease............. .......................-............._ 11.0 4 15.0

Jan. 1,1968—After border tax increase_........................... 11.0 10 21.0
July 1,1968-After 1st 2 steps of EEC reduction...................... 10.7 11 21.7
Jan. 1, 1972—Under full EEC tariff reductions and tax harmonization at 

15 percent..................................................... 7.5 15 22.5

1 CCH Common Market Reporter, par. 9227 (April 1968), from data released by the EEC.
1 Before Jan. 1,1968, the normal German border tax was 4 percent of the duty paid landed value, with a higher rate per 

mitted for some products. Effective Jan. 1,1968, the German border tax was raised to 10 percent of the duty paid landed 
value and a 11 percent rate became effective July 1,1968. By the early 1970's the EEC countries plan to harmonize their 
turnover taxes, border taxes and export rebates at approximately 15 percent No adjustment has been made in the border 
taxes to reflect the fact that they are based upon the duty paid landed value rather than the cost insurance, and freight 
value. I n each case it would result in a border tax about 1 percent higher than shown on this table.
' Tariff plus border tax equals total barrier.
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Chart IV
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TABLE IV.-U.S. BARRIERS TO GERMAN EXPORTS 

[Percent of export value)

German
export Effective 

U.S. tariff' rebate ' U.S. tariff >

Dec. 31, 1967—Before Kennedy round reduction and export rebate
increase.......................................:....—....^...^ 11.8 4 7.8

Jan. 1,1968—After 1st U.S. tariff reduction and German export rebate
increase............;.......—................................. 11.0 10 1.0

July 1,1968—After further export rebate increase......___..._. 11.0 11 0
Jan. 1, 1972—After fall U.S.. Kennedy round reductions and EEC tax

harmonization at 15 percent...................................... 7.7 15 -7.3

i Weighted average U.S. tariff on all dutiable imports in 1965. Statistical Abstract of the United States, 1966, p. 878.
1 Before Jan. 1,1968, the German export rebate (or tax exoneration) was 4 percent of the price in Germany, with a higher 

rate permitted for some products. Effective Jan. 1,1968, the German rebates rose to 10 percent and will move to 11 percent 
on July 1,1968. By the early 1970's, the EEC countries plan to harmonize their turnover taxes, border taxes, and export 
rebates at approximately 15 percent

• U.S. tariff minus German export rebate equals effective U.S. tariffs.

BORDER TAX CHANGES SINCE THE KENNEDY BOUND

Germany.—On January 1, 1968, the Germans increased their border tax from 
4% to 10% and on July 1, 1968, the rate was further increased to 11%. In De 
cember, 1968, the Germans temporarily suspended 4 percentage points of its 
border taxes, making the effective rate 1%.

The Netherlands.—On July 1, 1967, the Netherlands increased its border tax 
from 5% to 6%. In addition, some 700 tariff positions were subject to additional 
surcharge of up to 7%. On January 1, 1968, the Netherlands imposed additional 
surcharges of .6% to 8.4% (the average additional surcharge being 2.8%) on 
3,000 tariff positions. On January 1, 1969, value added tax went into effect 
and border taxes were increased to 12%.

Belgium.—Prior to the end of the Kennedy Round negotiations Belgium had 
a border tax of 7% plus additional surcharges ranging from %% to 10%%. In 
May, 196T, the border tax surcharges were further increased to range from 1% 
to 12% for 281 tariff positions representing 25% of total imports. In 1968 the 
1-12% border tax surcharge was made applicable for the first time to an addi 
tional 200 tariff positions. On January 1, 1970, the TVA will be put into effect 
in Belgium and the border tax increased to 18%.

France.—On January 1, 1968, the French, which already have the TVA, 
lowered its border tax from 25% to 20% and on December 1, 1968 increased its 
border tax to 23.5%.

Italy.—The border tax situation in Italy is extremely difficult to determine 
and no date has been set for Italian adoption of the TVA, although it is expected 
that the TVA will be adopted there within the next two or three years. It is 
generally expected that under the TVA, the border tax generally applicable 
will be at least 15%.

Denmark.—Until 1967 Denmark had a single stage sales tax of 12.5%. Im 
ports by registered persons and firms were not subject to the tax, but would be 
subject to paying the tax later at the time of sale to a retailer or consumer. On 
July 3,1967, Denmark adopted the TVA with a rate of 10%. A border tax of 10% 
also became applicable except in cases of registered traders for whom a 7% 
border tax was applicable. On April 1, 1968, the TVA was increased to 12%%, 
with a 12%% border tax 'being applicable except in the case of registered traders 
for whom the rate is 9%.

Sweden.—On January 1,1969, Sweden adopted a TVA of 10%.
Norway.—Norway is expected to put into effect a TVA with a rate of approxi 

mately 20% effective January 1,1970.

QUOTES ON BORDER TAXES
"In the Kennedy Bound, we climaxed three decades of intensive effort to 

achieve the greatest reduction in tariff barriers in all the history of trade nego 
tiations. Trade liberalization remains the basic policy of the United States.

"We must now look beyond the great success of the Kennedy Round to the 
problems of non-tariff barriers that pose a continued threat to the growth of 
world trade and to our competitive position.

"American commerce is at a disadvantage because of the tax system of some 
of our trading partners. Some nations give across-the-board rebates on exports
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which leave their port and impose special border tax charges on our goods enter 
ing their country.

"International rules govern these special taxes under the General Agreement 
on Tariffs and Trade. These rules must be adjusted to expand international trade 
further."—President Johnson, 1968 New Year's Day Balance of Payments
Message. * * *

". . . All—not one—or two—of the elements of the Action Program must be 
carried through including:

The encouragement of exports through special measures for export production 
and financing, and the reduction by vigorous negotiating efforts, of non-tariff 
barriers to the export of our goods and the disadvantages to our trade arising 
from differences among national tax systems. . . ."—Honorable Henry H. 
Fowler, Secretary of the Treasury, Statement on Second Quarter Balance of 
Payments Results, August 16,1968.

* » *
". . . First, the GATT border tax rules are inequitable.
". . . Not only are the GATT rules unfair, they are illogical and unreasonable.
"In conclusion, the GATT rules must be improved in such a way that they do 

not permit nations to achieve a trade benefit through the -adoption of one domestic 
tax system over another. A pragmatic and equitable solution must emerge from 
the GATT negotiations now in progress. Our trading partners did not agree to 
a 'standstill' on new border tax adjustments while the existing rules were under 
discussion. The result has been that adjustments have continued to mount, 
rewarding protectionist sponsors and arousing the envy of others who might be 
tempted to take similar trade restrictive actions. There is no longer time for 
drawn-out deliberations. The proliferation of changes and new border taxes gives 
great urgency to the GATT work."—Honorable John R. Petty, Before the Cana 
dian Tax Foundation, Toronto, Canada, November 20,1968.

* * *
"Harmonization of tax structure by the European Economic Community is of 

great concern to American industry because it calls for common use of the value- 
added tax. Despite theoretical and legal justification, there is excellent reason 
to believe that the practice of rebating this tax on exports 'acts as a subsidy 
to exporting industries, whereas its imposition on imports deters purchases from 
abroad. Following the close of the Kennedy Round, the United States invoked 
GATT procedures calling for an examination of the trade effects of border 
adjustments. Failing satisfactory solution under present GATT rules, the United 
States should consider demanding changes in these rules. . . ."

"This discussion suggests that there is enough concern over the advantage 
bestowed upon nations able to rebate a considerable portion of their tax load for 
exports so that the United States has to face up to one of two difficult alterna 
tives: (1) to impose some sort of tax rebate or subsidy system legal under 
GATT, perhaps at the cost of disorganizing a rather well functioning tax 
system; or (2) working to get some modification of EEC use of such a blatant 
export subsidy based on somewhat uncertain and imperfect tax shifting theory."

". . . If countervailing duties were to be suggested for all products from 
countries allowing rebates on value-added taxes, however, there might be a 
possibility for the constructive use of this power to challenge the whole GATT 
provision of indirect tax rebates as constituting an outright subsidy."

"Nevertheless, the United States should employ every effort to obtain a recon 
sideration of GATT rules that allow export rebates on indirect taxes that have 
the effect of stimulating exports. Such efforts might include consideration of 
adoption in the United States of a value-added tax as a supplement to the 
corporate income tax, but a more likely avenue would be to threaten the applica 
tion of countervailing duties against countries rebating taxes of the type shortly 
to become standard in the EEC."—American Bankers Association, "The Cost of 
World Leadership" 1968.

» * *
"The General Agreement on Tariffs and Trade allows for the rebate of indirect 

taxes to exports and for the application of indirect taxes to imports. Countries 
relying heavily on indirect taxes, e.g., the Common Market member nations, enjoy 
a comparative advantage over countries relying more heavily on direct taxes, 
since no border tax adjustments are permitted for direct taxes.

"In the presence of these GATT practices equitable conditions for international 
trade could only prevail if all countries applied the same taxes and rates of taxes. 
This is evidently not the case and may not be feasible. If this is not feasible, what 
is needed then is revision of GATT rules with respect to border tax adjust-
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ments, . . ."—Tax Foundation, Inc., "Tax Harmonization in Europe and U.S. 
Business," August, 1968.

» • *
"Taxation

Recommended Administrative Actions.—1. The Administration should increase 
its efforts to have the international trading rules which govern the 
granting of export subsidies changed so as to permit rebates or other tax con 
cessions relating to direct taxes. This change would put countries which have 
predominantly direct tax base on a par with countries having heavy indirect taxes 
on business with regard to tax treatment of imports and exports and make the 
international trading rules apply in the same fashion in both cases.

Recommended Legislative Actions.— 3. Provide a rebate on exports and a 
border tax on imports based on existing indirect taxes entering into the cost of 
production. . . ."—Report by the National Export Expansion Council, "Recom 
mendations on Policies and Actions to Improve the U.S. Balance of Trade and 
Balance of Payments." December 9,1968.

* * *
". . . the GATT rules create the inequitable situation where indirect taxes 

which are not fully shifted forward to the consumer can be rebated on export but 
corporate income taxes which are shifted forward to the consumer cannot be re 
lated on export. The inequity also exist with respect to the use of compensatory 
import charges.

"In summary, the present GATT provisions on border tax adjustments do not 
neutralize the effects of taxes on trade. Instead, they are export promoting and 
import restricting for the GATT provisions are not realistic. The full border tax 
adjustment provided for with respect to indirect taxes constitutes both an export 
subsidy and an import surcharge. Adjustments for indirect taxes should be elimi 
nated, or they should be reduced under carefully circumscribed conditions or some 
comparable advantage should be granted to countries who do not have heavy 
indirect taxes to balance the advantages now granted to the indirect tax coun 
tries."—Statement of Harald Malmgren, Head of U.S. Delegation, GATT "Working 
Party on Border Tax Adjustments, May 5,1968.

[From International Commerce, June 3,1970] 

EXHIBIT 8

U.S. SHAKE OP WOULD EXPORTS OP MANUFACTURED GOODS DROPPED SIGNIFICANTLY
DURING 1969

REDUCTIONS EXTENDED TO ALL MAIN COMMODITY GROUPS ; AMONG TOP COMPETI 
TORS, JAPAN AND GERMANY IMPROVED SUPPLIER POSITIONS

The U.S. share of world exports of manufactured goods dropped to a post-war 
low in 1969. The decline occurred as manufactured exports of the major industrial 
nations, excluding sales to the United States, advanced at their fastest rate in the 
decade to a record $120 billion last year.

U.S. shipments reached $26.8 billion, also a new high, but grew signiflcally 
slower than those of other suppliers. Our share consequesntly fell to 22.3% in 
1969, a drop of 1.1 percentage points from the previous year. This represented the 
largest loss since 1961.

TRANSPORT EQUIPMENT, CHEMICALS

Although our position weakened in each of the five major commodity groups 
comprising manufacturers, the most pronounced reductions occurred in transport 
equipment and chemicals : U.S. shipments of transport equipment, accounting for 
almost one-fourth of our manufactured exports, advanced by onlyl 11% last year, 
a modest gain both compared to the expansion in our sales of these products in 
1968 and to the growth realized by your competitors in 1969. This relative sluggish 
ness stemmed largely from widespread declines in exports of commercial aircraft, 
as major foreign carriers postponed their purchases of conventional planes to 
await delivery of the new jumbo jets expected to be available in 1970. Deliveries 
of military aircraft, however, advanced significantly.

Falling sales of motor vehicles to countries other than Canada also played a role 
in restraining U.S. export growth. In addition, our deliveries of automotive prod 
ucts to Canada-posted only limited gains, as weakness in auto sales slowed ship-

46-127 O—70—pt. 12———11
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ments of parts for assembly into vehicles for export to the United States and re 
tarded the movement of cars for Canada buyers.

U.S. exports of chemicals advanced by only 3% last year, while those of our 
competitors forged ahead at over five times that rate. A sharp reduction in ship 
ments of fertilizers and insecticides to East and South Asia and a standstill in 
deliveries of plastics accounted for the negigible overall growth.

The competitive stance of U.S. exporters weakened also in the world machinery 
market as the U.S. share of electric machinery fell by seven-tenths of a percentage 
point and nonelectric machinery by six-tenths of a point. U.S. exports of non 
electric machinery, rising by 14% to $7.2 billion, posted their highest growth rate 
since 1964. This gain was not large enough, however, to prevent a deterioration in 
our market share. Electronic computers and parts accounted for nearly one-third 
of the dollar rise over 1968, with much of the increased flow going to Western 
Europe and Japan. Higher sales of other types of office machiney, power generat 
ing machinery, and materials handling equipment also contributed to the overall 
advance.

Setting the highest grown rate for the past decade, electric machinery exports 
expanded to $2.7 billion, a 17% increase over 1968. Despite this record gain, U.S. 
exporters failed to hold their own in the foreign market. Shipments of electron 
tubes, transistors, and other semiconductors and parts led the advance with a 70% 
increase over the previous year. The largest gains were in expanded deliveries to 
East and South Asia, the European Economic Community, and Japan—in part of 
U.S. subsidiaries for assembly and sale abroad or shipment back to this country. 
Sales of radio and TV apparatus also grew significntly, especially to the United 
Kingdom, the EEC, East and South Asia, and the Near East.

U.S. SHARE OF WORLD EXPORTS OF MANUFACTURES

Commodity

Manufactures, total : 
1958.....—....
1959...—— —— _
I960.. ..........
1961............
1962............
1963............
1964.. ...._._...
1965... ....___..
1966...........
1967....————.
1968.....- —— .
1969... —— —— .

Chemicals. 
1958....——-..
1959.—————.
1960............
1961...—————
1962...- —— __
1963— —————
1964....——-.
1965..... —— —
1966. ..._.-_-.
1967,..————.
1968. ........
1969,..... —— .

Nonelectric machinery: 
1958— ——— ...
1959.————...
1960....... .....
1961.... ——— .
1962 —— —— —
1963. .......... .
1964. ——— ——
1965. ——— ——
1966.... . .......
1967 ——— .——
1968——— ———
1969—— ........

U.S. 
exports 

(million s)

$11, 171
10, 803
12,625
12, 813
13,713
14,332
16,545
17,469
19,254
20,861
23,834
26,781
1,407
1,559
1,776
1,789
1,876
2,009
2,364
2,402
2,675
2.802
3,286
3,383
2,814
2,829
3,238
3 CQO

3,929
4,046
4,654
5,042
5,545
5,952
6,313
7,188

U.S. share 
(percent of 

world 
exports 

to foreign 
markets 0

27.6
25.6
25.2
24.0
24.5
23.5
23.8
22.7
22.8
23.2
23.4
22.3
29.6
29.1
29.6
28.2
27.9
26.9
27.1
24.7
24.6
23.7
24.2
21.9
35.0
99 0

32.7
31.1
30.9
30.2
31.4
30.9
30.1
M O

29.4
i)Q g

Commodity

Electric machinery: 
1958—————
1959— ————
I960.. —— ......
1961..————
1962...—————
1963. ————
1964— — - ——
1965— — — —
1966- —————
1967. —————
1968— —— ——
1969.—————

Transport equipment: 
1958—————
1959— — — —
I960..——— —
1961...—————
1962— —— ——
1963- ——— ——
1965...—————
1966...—————
1QR7
1968. — —— — .
1QRO

Other manufactures:
1958...... — —
1QCQ

I960..— --- —
10C1
1QR9

1963. ---------
1964
1965-~~_.-~ ..
1966—. —— ——
1QR7
1QCQ
1QRQ

U.S. 
exports 

(millions)

$1,065
1,043
1,087
1,225
1,361
1,492
1,665
1,661
1,900
2,098
2,284
2,678
2,487
2.186
2,666
2,497
2.735
2,704
3,050
3 445
3,710
4,523
5,850
6,515
3,398
3,186
3,858
3,710
3,812
4,081
4,812
4,919
5,424
5 486eiioi
7,017

U.S. share 
(percent of 

world 
exports 

to foreign 
markets i)

32.9
30.7
28.2
27.0
27.3
26.7
26.2
23.9
25.1
25.7
25.0
24.3
35.3
32.0
33.1
30.3
31.8
28.2
28.4
28.4
28.7
31.8
34.2
32.2
19.6
17.4
17.4
16.4
16.5
16.4
16.7
15.5
15.7
15.2
15.1
14.5

> World exports are defined as exports from the 14 major industrial countries. These nations, which account for ap 
proximately n of world exports of manufactures to foreign markets, are as follows: United States, Austria, Belgium- 
Luxembourg, Canada, Denmark, France, Federal Republic of Germany, Italy, Netherlands, Norway, Sweden, Switzerland, 
United Kingdom, and Japan. Exports to foreign markets are total exports excluding exports to the United States.

Note: The term "manufactures" refers to chemicals, machinery, transport equipment, and other manufactures except 
mineral fuel products, processed food, fats, oils, firearms of war, and ammunition.
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Our position in the market for "other manufactures"—a heterogenous group 

comprising mostly semimanufactures and nondurable consumer goods—also 
slipped but, as in machinery, the loss was more moderate than the overall 
average. U.S. sales of these goods topped $7 billion last year with more than 
a third of the dollar gain stemming from sharply increased sales of steel-mill 
products. This booming demand was particularly evident in the EEC, where 
domestic and foreign demand ran considerably ahead of output. U.S. exporters 
also capitalized on the worldwide shortage by increased sales to Latin America, 
particularly Argentina. In addition, deliveries of measuring, controlling, and 
scientific instruments (especially to the EEC and Latin America), aluminum, 
and sound equipment all scored solid gains.

Only Japan and Germany, among our top industrial competitors, improved 
their positions ais world suppliers of manufactures last year. Japan's gains 
extended to all major categories of manufactured goods, except transport equip 
ment. The major Japanese advance centered on electric machinery, and on other 
manufactures. Japanese exporters were also able to improve, though only 
slightly, their standing in exports of nonelectric machinery and chemicals but 
suffered a sharp setback in the market for transport equipment, mainly because 
of declining sales of ships.

By contrast, transport equipment was the class of goods in which German 
exporters performed best in 1969, raising their share of this market by one per 
centage point to nearly 21%. Sizable expansion in sales of motor vehicles sus 
tained this advance. Germany's standing also improved in electric machinery, 
chemicals, and other manufactures, but deteriorated marginally in nonelectric 
machinery. France retained its 1968 position last year, offsetting a marked share 
loss in other manufactures with gains in the remaining commodity groups.

Both Italy and the United Kingdom reported fractional share losses in 1969. 
Itay's share edged downward in all commodity groups except nonelectric ma 
chinery. This deterioration marked Italy's first weakening on the world market 
in several years. For the United Kingdom, on the other hand, the one-tenth of one 
percentage point decline represented the smallest share loss in the past decade. 
The British standing dipped slightly in both machinery groups, held even in 
chemicals, and improved in the other two broad product categories.

EXHIBIT 9 

[From the Journal of Commerce, May 21, 1970]

UNITED STATES, CANADA REWORK AUTO TKADE PACT—ACCORD MAT EXEMPT 
CANADA FROM SOME U.S. TRADE RESTRAINTS

(By Richard Lawrence)
WASHINGTON, May 20.—The United States and Canada are working toward 

an important new automotive trade agreement which might, among other things, 
exempt Canada from U.S. antidumping and "Buy American" rules.

In return, Canada would agree to liberalize its safeguards on its automotive 
imports from the U.S.

AT ODDS OVER ACCORD

For more than a half year, the two governments have been at odds over the 
future course of their 1965 bilateral automotive products trade pact. It, the 
U.S. insists, provided for eventual free trade in auto goods between the two 
countries.

Canada, however, has been resisting the steps that would create genuine 
free trade, despite a significant increase in its share of North American automo 
tive production. It disputes the U.S. contention that it agreed in 1961 to even 
tually remove the trade curbs it maintains under the agreement.

The State Department is meanwhile warning that Canada, unless it lifts the 
remaining barriers, is playing with fire. Congress, it cautions, might try to 
undo the 1965 agreement, if increasing numbers of American auto workers are 
put out of work.
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SEEKING NEW PACfT

The department is seeking to arrange with Canada a new agreement, modifying 
and expanding on the present pact, which might be less subject to American 
criticism.

It is doing so, under pressure from both the Treasury and Commerce depart 
ments for a very hard line the two departments are unhappy about a trade pact 
package that helped damage the U.S. balance of payments. Under the 1965 agree 
ment, the U.S. automotive trade balance with Canada has deteriorated by 
roughly $1 billion, according to American statistics.

U.S. vehicle imports from Canada have risen much more sharply than exports, 
although U.S. parts producers still enjoy a sizable surplus. The dramatic 
worsening of the grade balance is in contrast to official predictions, here and 
in Ottawa in 196— that the agreement would not materially alter the then large 
U.S. (surplus with Canada.

Under the agreement, the U.S. allows unrestricted duty-free entry of new 
Canadian-made motor vehicles and parts. But Canada exempts from duties only 
those imports brought by manufacturers meeting prescribed rules on production, 
sales and use of Canadian goods and services.

The agreement aimed at integrating the U.S.-Canadian auto markets, recog 
nized that Canada needed some initial protection.

The U.S. feels that Canada, which now produces about 10 per cent of North 
American automotive output, can dispense with these "transitional" restric 
tions. Companies have integrated their production facilities, leading to greater 
Canadian efficiencies.

Canada argues that while gains have been made, the future is uncertain. It 
wants either new production guarantees by its big producers—General Motors, 
Ford and Chrysler of Canada—or, failing that, continuation of the agreement's 
present rule obliging manufacturers to produce in Canada at least as much as 
they sell in Canada.

ELABORATE COMPROMISE

The two governments, it appears, may reach an elaborate compromise, in 
which numerous concessions are traded. Canada would agree to discontinue 
or substantially lessen its import restrictions on U.S. automotive exports, in 
moving toward genuine free trade.

But there may be an implicit understanding—possibly involving companies 
as well as governments—that the Canadian share of the North American auto 
market be kept within certain limits.

The U.S., to try to sweeten the agreement for Canada, might announce that 
automotive product imports from Canada would not be subject to antidumping 
penalties, and that they would be -treated as American products for purposes of 
government procurement here.

A case was meanwhile made today, by a private economist, that Canada could, 
as U.S. officials believe, eliminate its auto trade barriers and prosper.

Carl Beigie, formerly with the University of Western Ontario, said in a special 
report on the 1965 agreement that Canada, even with free trade, might continue 
scoring surpluses with the United States. Lower Canadian, wages plus growing 
productivity, could encourage more U.S. auto investments in Canada, he said.

In the report, released here by the National Planning Association, Mr. Beigie 
concludes that the 1965 pact may have caused a net economic losjs to the U.S., 
but it probably was not nearly so large as the trade balance suggests.

The CHAIRMAN. Thank you, Mr. Barnard, for your statement. 
Are there any other statements from your group ? 
Mr. BARNARD. Mr. Davies has a very short statement, Mr. Chairman. 
The CHAIRMAN. Mr. Davies.

STATEMENT OF RICHARD L. DAVIES, CONSULTING ECONOMIST, 
SYNTHETIC ORGANIC CHEMICAL MANUFACTURERS ASSOCIA 
TION

Mr. DAVIES. Mr. Chairman, my name is Kichard L. Davies. I am 
president of the economic and management consulting firm of Klein & 
Saks, Inc.
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In addition to considering the interests of individuals and groups 
affected by proposed legislation in international trade, your committee 
has shown concern about the effects on the U.S. balance of payments 
which are vital to the whole economy.

In June 1968, I presented to the committee our findings as to the 
balance-of-payments effects of the Kennedy round trade agreements 
and the proposed "separate package on chemicals" which is now below 
you. Since that time, we have reexamined them and have found tha< 
they have been borne out by the further deterioration in our balance 
of trade and balance of payments.

Aside from any effect of the Kennedy round agreements on the 
volume of total international trade, these agreements have had an 
adverse effect on the U.S. balance of trade, and balance of payments. 
Although the U.S. negotiators sought reciprocity in reducing barriers 
to international trade, their stance in the negotiations was based on 
some faulty premises and often disregarded the counsel of the industry 
people most acquainted with the effects which would result from the 
various proposals.

The U.S. negotiators carried forward the assumption of a pervasive 
superiority of the Nation in international trade which had served as the 
basis for trade negotiations for three decades. This assumption was 
strengthened by the official U.S. method of reporting its foreign 
trade. As distinctive from methods used by other countries, our 
official figures include in "exports" substantial shipments which do 
not generate foreign exchange, and in "imports" only the foreign 
country value rather than the full value when imported. Thus, in terms 
used by other countries, we overstate our exports, understate our im 
ports, and give the impression that our foreign trade is contributing 
favorably to our balance of payments, whereas it is actually con 
tributing unfavorably to our payments defiicit.

Another faulty premise came from the use of 1964 as the year of 
reference for the negotiations. Our balance of trade was more favorable 
in that year than in the immediately previous years, and was lower in 
the succeeding years while the negotiations were proceeding. It has 
continued to deteriorate, partly as a result of the Kennedy round 
agreement, so that the U.S. commercial balance of trade (with imports 
increased by 8.3 percent to correct from f.o.b. to c.i.f. basis and with 
exports decreased by certain Government funded shipments) ran at a 
deficit of $4.8 billion in 1969, the most unfavorable in U.S. history.

A record was also made in our liquidity basis balance of payments. 
Our deficit last year was approximately $7 billion, nearly twice as great 
as the worst previous deficit in the country's history.

The false impression of American superiority was apparently one 
of the reasons why, in the case of chemicals, one of the most important 
groups in international trade, the U.S. negotiators arranged to en 
courage imports into the United States by a 50 percent reduction in 
U.S. tariffs, while the Western European countries provided only a 20 
percent reduction in their chemical tariffs and, even worse, more than 
canceled the effect of this tariff reduction by increased border taxes.

These governmental actions were taken in the face of analyses and 
projections presented by U.S. business people, that these actions would 
encourage imports with respect to exports and discourage exports with
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respect to imports with great resulting damage to the U.S. balance of 
payments. The results have demonstrated the correctness of these 
predictions.

At this juncture, it would appear that the Government should be 
concerned with every item which affects our balance of payments, 
whether it is a tariff rate or the American selling price method of 
valuation, and rather than further tilting the import versus export 
incentives to the detriment of our balance of payments, the Government 
should take vigorous steps to correct the arrangements now existing, 
and give more incentives to international business transactions which 
will generate foreign exchange for us, and less incentives toward its 
outgo.

Specifically now, when consideration is being given by the U.S. 
Congress as to whether or not to accept or reject the "ASP separate 
package," after careful examination we have concluded that such ac 
ceptance would provide a net encouragement of imports in relation to 
exports and worsen further the U.S. balance of trade and balance of 
payments.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Mr. Davies.
Mr. Barnard, without objection, the material appended to your 

statement and the several documents you submitted for the record 
will be included in the record at the point they were submitted.

Mr. BARNARD. Thank you, Mr. Chairman.
The CHAIRMAN. Does that conclude your testimony ?
Mr. DAVIES. Yes, sir.
The CHAIRMAN. Mr. Barnard, I know of your very fine reputation 

in this field. Maybe you can be a little helpful to me.
Let us get away from the technicalities of this matter where I can 

better understand it.
The only question I have had in my mind about the American sell 

ing price is this: If it is good for your industry that you represent or 
is good for, what is it, the clam industry or shoes ?

Mr. BARNARD. Rubber footwear, gloves and clams.
The CHAIRMAN. We converted it with respect to protective rubber 

footwear in the rates; that is my recollection.
Mr. BARNARD. Yes, sir.
The CHAIRMAN. So, if it is good for the industries to which it ap 

plies, why is it good ? What advantage is there in having the American 
selling price as the basis for applying the rate of duty ?

Mr. BARNARD. I think, Mr. Chairman, that the advantages can be 
summarized by saying that in this industry particularly it is faced 
with the problem of the uncertainties of foreign valuation. There are 
wide varieties of prices and because of the uncertainties we end up 
with not being able to have export values that are uniform or common.

The CHAIRMAN. Isn't there more to it than that ? Does it not over 
come the difference in the cost of production here and there, particu 
larly the difference in the costs which are attributable to wages ?

Mr. BARNARD. Yes, sir; it does. It puts the tariff duty on the basis 
of the difference; it puts it on the cost of production here rather than 
the cost of production abroad, thus accomplishing the effect of what the 
tariff was set out to do to cover the difference.
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The CHAIRMAN. Since we have not been able to accomplish by our 
leadership any reforms abroad in particular areas of the world in 
rates of pay and standards of work, what would be wrong, and I am 
merely asking for information because I know you are well-qualified 
in the field, what would be wrong with our saying not just with respect 
to the benzenoid industry and two or three others, what would be 
wrong with our saying that for purposes of our duties we will use the 
American Selling Price ?

Mr. BARNARD. We think there would be great virtue in that, Mr. 
Chairman.

The CHAIRMAN. Is there anything in our arrangements in the 
GATT that is contrary to our use of that ?

Mr. BARNARD. Yes.
The CHAIRMAN. Why?
Mr. BARNARD. The GATT clause permitted the American Selling 

Price to continue because it was in effect before GATT, but after 
GATT the clause says that you cannot put this same method of tariff 
valuation in effect.

The CHAIRMAN. What did the countries of the world in turn agree 
that they would not do ? Do you know of any one thing ?

Mr. BARNARD. Mr. Chairman, you put me on the spot because I don't 
think they did.

The CHAIRMAN. I did not put you on the spot. I just want you to 
be honest with me and tell me that they have not agreed to forego 
the use of anything.

Mr. TURCHAN. Mr. Chairman, may I make a comment ?
The CHAIRMAN. Yes, sir.
Mr. TURCHAN. At the time of the formation of GATT, you have 

to remember that we are back to post-war. You are back to post-war 
conditions.

The CHAIRMAN. You are trying to explain our generosity.
Mr. TURCHAN. Exactly.
At that time, it was fine and it was in that context that we agreed to 

these slanted things. Now, of course, 20 or 30 years later, you do 
wonder.

The CHAIRMAN. Is there any difference in the technological ability 
and capacity of the European countries with respect to chemicals and 
our ability with respect to chemicals ?

Mr. TURCHAN. In the intervening period, they have come up to 
where we consider them fully competitive and fully equal.

The CHAIRMAN. There was a time I can recall as a youngster when 
I was told that Germany had far more technological capacity than the 
United States had to produce chemicals.

Mr. TURCHMAN. True. Then the war had an effect on that.
If you will recall, again as you go back, we were the first to come 

in with the economy of size, the larger installation. But this is no longer 
true. There are installations now in Europe that are as large or larger 
than ours. So, as of today effectively they are on an equal basis.

The CHAIRMAN. Mr. Barnard, as you study the GATT agreement, 
which we have never become a member of by congressional action, of 
course—I don't know how you get there except by congressional ac 
tion—but, as you studied it, is there anything in it that permits the
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United States through any device that we could develop here to assess 
our duties on a basis that would equalize cost of production ?

Mr. BARNARD. Mr. Chairman, the theory of our Tariff Act has been 
that there could be a basis for adjusting for the cost of production. 
It was in the law before GATT, section 336.

The CHAIRMAN. That is what I am getting at.
Mr. BARNARD. It could be therefore said that we had the same right 

with regard to this as we have with regard to footwear and therefore 
the Congress could proceed in full conformity with GATT by reason 
of section 337.

The CHAIRMAN. Is it 337?
Mr. BARNARD. 337.
The CHAIRMAN. It is 336, is it not ?
Mr. BARNARD. I am sorry; 336.
The CHAIRMAN. Have we ever utilized 336 ?
Mr. BARNARD. I believe, Mr. Chairman, that at one time this was a 

source for consideration of the footwear problem and maybe it was a 
source for consideration of the claims problem and that is how they 
originally became subject to ASP.

The CHAIRMAN. They were not added in 1922 ?
Mr. BARNARD. I believe not.
The CHAIRMAN. They were added subsequent to that?
Mr. BARNARD. Yes, sir; pursuant to section 336.
The CHAIRMAN. Do you understand, then, that section 336 having 

been in the law prior to the advent of the GATT agreement that it is 
possible for this Government to add additional articles under the 
umbrella of ASP?

Mr. BARNARD. Yes, sir; we believe so.
The CHAIRMAN. Is there any conflict in opinion on that point ?
Mr. BARNARD. I am sure there will be conflict expressed by our 

European friends; yes, sir.
The CHAIRMAN. In our own trade agreements we agreed some time 

or other in the past early in our trade agreement use and operation 
that we would not add additional commodities to ASP and I guess 
we signed that agreement.

Mr. BARNARD. To the extent we have agreed, I would assume, there 
fore, that if it is within the scope of authority it has——

The CHAIRMAN. There were some limitations. There were, some 
limitations, I know, with respect to that particular agreement. It is 
prohibited, as I understand, its use is prohibited by these trade agree 
ments, with respect to trade agreement items.

Mr. BARNARD. Where it has been bound by the trade agreement, I 
believe, Mr. Chairman.

The CHAIRMAN. Not where they have been bound but where they 
have been involved in any trade agreement.

Mr. BARNARD. Subject to a trade agreement.
The CHAIRMAN. So I guess everything has been involved in the trade 

agreement some time or other, has it not, even those things on which 
we don't have any duty ?

Mr. BARNARD. I think that is probably correct, sir.
The CHAIRMAN. Well, we sloughed that off, too.
What did we get in return for that? Do you know what agreement 

that went into, with whom, and when?
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Mr. BARNARD. I think we can supply that for you, Mr. Chairman. 
I am afraid I don't have it at the top of my head. 
The CHAIRMAN. Put it in the record at this point, if you can find it. 

Some of this you can't find.
(The information requested follows:)

RESPONSE TO CHAIRMAN MILLS' INQUIRY CONCERNING SECTION 336 OF THE TARIFF 
ACT OF 1930 (THE FLEXIBLE TARIFF PROVISION) AND LIMITATION UPON THE 
APPLICABILITY THEREOF
Section 336 of the Tariff Act of 1930 (19 TJ.S.C.A. § 1336) sets forth the pro 

cedure for adjusting tariffs to reflect the differences in the cost of production of 
any domestic article and of any like or similar foreign article. Subsection (a) 
of this Section provides for the Tariff Commission to determine, and the Presi 
dent to proclaim, increases or decreases in duties necessary to equalize such 
differences, but in no case may the total increase or decrease of such rates of duty 
exceed 50% of the rates fixed by statute.

Subsection (b) of Section 336 authorizes the adoption of rates based upon 
American Selling Price valuation for purposes of equalizing differences in cost 
of production where the Commission finds "that such differences cannot be 
equalized by proceeding as hereinabove provided [in subsection (a) ]." If Ameri 
can Selling Price valuation is used to equalize the differences in production 
costs, the rate expressly fixed by statute may not be decreased by more than 50% 
and may not be increased at all.

The authority contained in Section 336 has been used a number of times, both 
to increase and to decrease duties. In at least three cases adjustment of duties to 
reflect differences in production costs has been accomplished by switching to the 
use of American Selling Price valuation. The present ASP duties on rubber foot 
wear, canned clams, and gloves result from adjustment made pursuant to Section 
336.

The applicability of Section 336 has been circumscribed by Section 2 of the 
Trade Agreements Act of 1934 (19 U.S.C.A., § 1352) which provides that Section 
336 shall not apply "to any article with respect to the importation of which into 
the United States a foreign-trade agreement has been concluded . . ." Thus, the 
duty applicable to any article which is the subject of a trade agreement is no 
longer subject to adjustment pursuant to Section 336 to reflect differences in cost 
of production. At the present time it is estimated that over 90% of the tariff 
positions in the Tariff Schedules of the United States are the subject of trade 
agreements and consequently Section 2 of the Trade Agreements Act of 1934 
precludes Section 336 from being applied to these 'tariff positions.

However, Section 2 of the Trade Agreements Act of 1934 also provides that 
all foreign trade agreements must be subject to termination "at the end of not 
more than three years from the date on which the agreement comes into force and, 
if not then terminated, shall be subject to termination thereafter upon not more 
than six months notice." (19 U.S.C.A., §1352(b)). If any trade agreement is 
terminated pursuant to this authority, the prohibition on the use of Section 336 
to adjust for differences in production costs is automatically eliminated with re 
spect to any product which was the subject of such an agreement.

At the hearings it was noted that the Congress has never approved the Gen 
eral Agreement on Tariffs and Trade (GATT) and that the GATT has never 
been definitively accepted by the Government of the United States. While the 
United States has not definitively accepted the GATT, the Executive Branch 
has entered into an Executive Agreement, the Protocol of Provisional Applica 
tion of the GATT, pursuant to which the United States has agreed to provision 
ally apply Parts I and III of the GATT, and Part II of the GATT "to the 
fullest extent not inconsistent with existing legislation." (Section 1 of the Proto 
col) . Since this Protocol requires no implementing legislation, and does not require 
the United States to apply the GATT where it was inconsistent with legis 
lation then existing, it is a binding international obligation of the United States. 
However, Section 5 of the Protocol specifically provides that any country shall 
be free to withdraw its provisional application of the GATT and that such 
withdrawal shall become effective 60 days after the date on which written 
notice of such withdrawal is received by the Secretary-General of the United 
Nations.
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Thus, the only international obligation binding the United States to abide by 
the GATT is the Protocol of Provisional Application and any obligation under 
that Protocol is terminable upon 60 days notice by the Government of the United 
States. If at any time, such notice were given, the items which have been bound 
in GATT would no longer be the subject of a trade agreement and consequently 
the flexible tariff provision of Section 336 of the Trade Agreements Act of 1930 
would once more become applicable.

The foregoing discussion is intended to outline the provisions of Section 336, 
the extent to which Section 336 has been circumscribed by Section 2 of the 
Trade Agreements Act of 1934 as a result of trade agreement commitments, the 
extent to which such trade agreements are terminable by the United States, and 
the effect of such trade agreement terminations upon the applicability of Sec 
tion 336. The foregoing discussion is not intended to suggest whether, as a matter 
of policy, the United States should or should not exercise its right to withdraw 
from any trade agreement.

The CHAIRMAN. As I say, the only question I ever had in my mind 
about the ASP is why it is that one or two industries can enjoy this 
very fine protection but the rest of the industries can't do it. I guess 
we are finding out now why.

So, they will nave to continue to discontinue operations, I guess.
You know, I wonder what we are going to do in this country if we 

continue down the road we are going. Do you think it will be possible 
for all of us to engage in services such as selling insurance, buying 
everything abroad ?

Mr. BARNARD. It is a sobering and rather startling thought, Mr. 
Chairman.

The CHAIRMAN. My concern about it is very deep. As you know, I 
have always been a believer in reciprocal trade agreements. But my 
concern is that under our own agreement we are prohibited from ever 
doing anything that is necessary to protect any industry in the United 
States, regardless of how important it is unless we can bring it under 
section 7, and they have not agreed, apparently, to do anything other 
than not raise their duties back above the level to which they agreed 
to place those duties.

Mr. BARNARD. That is correct.
The CHAIRMAN. They are not prohibited from border taxes but we 

cannot even rebate any portion of our income taxes to a company that 
engages in the export business. And we agreed to that.

Mr. BARNARD. Mr. Chairman, we also had a reservation on the border 
taxes in the event they had a trade impact. We are not seeking 
compensation for that.

The CHAIRMAN. If they violated any agreement with us, do you 
know of any agreement that we have canceled because of a violation 
of it?

Mr. BARNARD. No.
The CHAIRMAN. The most recent situation which has developed is 

this automobile agreement and I took it on face value. I did not have 
full understanding of it. If I can have anything to do in influencing 
this committee bill, there will be some comment about it. I did not 
realize that we had agreed to let any and all automobiles made by 
American companies in Canada to come into the United States free of 
duty but that the Canadian Government had not agreed to allow a 
Canadian citizen to come to Detroit to buy an American-made car 
and take it back to Can ada duty-free.

Are you aware that that is the situation ?
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Mr. BARNARD. I understand that this is one of the major problems 
which has arisen under the agreement, Mr. Chairman.

The CHAIRMAN. We were told that there would be an equalization, 
I believe, in prices and therefore in cost to their citizens and our 
citizens between American and Canadian-made cars, and that has not 
developed.

How did you spell that word that the man used in the title of his 
book "Traders?"

Mr. BARNARD. He did not use it in the title of his book, but he 
described it. It is decoupage.

The CHAIRMAN. Oh, that is French. I don't know whether I would 
want to rely too much on it.

I don't want to appear to be facetious about this. I am greatly 
worried about this situation, more so than I have been about any of our 
other agreements over the years. This is very basic to our future, 
whether or not we are going to become more and more dependent for 
the major part of our consumption on foreign production.

I wish you would think, Mr. Barnard, a little bit about what we are 
all going to do in the future, whether or not the very programs that 
we developed back in the depression and continued on are the types 
of programs that we need as we look to the next 20 years.

Mr. BARNARD. Mr. Chairman, we share your concern.
The CHAIRMAN. If they are not, what dp we need and how can we 

get by enacting what we need? It looks like somebody has tied our 
hands so tight in the past that there is nothing left for us but 
elimination of one industry after another.

Mr. BARNARD. Mr. Chairman, it can happen. We share your concern. 
We share your committee's concern.

The CHAIRMAN. I was here when it was happening but I was not 
aware and was not told except by witnesses who had a special interest 
in what we were doing, I guess, and it was a little hard for us to believe 
on the basis of figures that we would get to this point very soon. -

Sometimes witnesses come complaining when they should not be 
complaining because they are not hurt. As a result of it, you do not 
always believe all that is said in these hearings. ,

If we could have gotten a little bit more accurate information, maybe 
we could have realized what was taking place.

Mr. DAVIES. Mr. Chairman.
Mr. CHAIRMAN. Mr. Davies, one of my good friends told me to listen 

to you. He called me this morning and said you were a great authority 
in the field you represent.

Mr. DAVIES. I would simply underline what you have just said that 
the concern you have expressed about the elimination of one industry 
after another is paralleled by the danger to the United.States balance 
of payments which is already being seriously damaged and will be 
more damaged if this separate package is accepted.

The CHAIRMAN. Mr. Byrnes" do you have any questions ?
Mr.Ullman?
Mr. ULLMAN. Mr. Chairman, just to clarify my own thinking, I 

know that the application of ASP to the dye industry, but to what 
extent are we talking about chemicals for plastics ?

Mr. BARNARD. We understand that something less than half of the
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synthetic organic plastics, are benzenoid. About 40 percent, Mr. 
Congressman.

Mr. ULLMAN. Now the situation with respect to the balance of the 
plastics is that they do not come under ASP.

Mr. BARNARD. That is correct, sir.
Mr. ULLMAN. I am trying to figure out, turning to a different sub 

ject, the significance of the chart that you have showing this drastic 
reduction in the U.S. share of world exports between 1960 and 1969. 
Does this just have to do with the benzenoids?

Mr. BARNARD. No, sir. This is all chemicals. These were figures we 
took because they were published by the Department of Commerce. 
There are no comparable figures published with respect to benzenoids.

Mr. ULLMAN. I am trying to figure out in my own mind what the 
application is to ASP with resj>ect to this chart. What is the 
significance ?

Mr. BARNARD. As I indicated earlier, the effect in this country on 
rise of imports and effect of the position of this industry is represented 
by this chart which relates to all chemicals. Indeed, we may be worse 
off than that. Unfortunately, we don't have the details which we could 
present to you. We have to show you our picture as part of the whole 
chemical industry.

Mr. TTJRCHAN. Plus, if I may add, Congressman Ullman, the sep 
arate package which is before you and which is one issue on which you 
can take action will further reduce our competitive abilities and will 
increase the rate of decline. You see, at the present time, as Chairman 
Mills has pointed out, we have given away this and given away this 
and had our hands tied here and there.

You do have before you now the separate package agreement which 
is specific and we say after careful study that it will further balance 
this trend that you see here.

Mr. ULLMAN. Except that what we are talking about there is not 
the domestic market at all. We are talking about the U.S. share of 
world exports and we are talking about the world consumption of 
plastics and the percentage that U.S. production shares in that world 
production, actually.

When you are talking about world exports, you are talking about 
anything produced anywhere, aren't you ?

Mr. BARNARD. That is correct.
Mr. ULLMAN. And not consumed domestically ?
Mr. BARNARD. That is correct.
Mr. ULLMAN. I can't find in my own mind the significance of the 

ASP with respect to our competitiveness in world markets. I can't 
see that that would have any direct impact on that.

Mr. BARNARD. Congressman, if we lose our position in foreign trade, 
it is an index, as the Department of Commerce says, of our competi 
tiveness in world markets. This chart is offered because it is the offi 
cial figures published by the Department of Commerce and the only 
ones we have showing the decline in the competitive ability of the 
U.S. chemical industry in world markets.

This is the standard which the Department of Commerce published 
and we brought it to your attention because it comes from official 
sources, not from our figures.
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Mr. ULLMAN. When we are talking about production of these chemi 
cals, they are concentrated in what other countries ?

Mr. BARNARD. Germany, Switzerland, Japan, and other countries 
in Europe, the United Kingdom, Netherlands. There are a great many 
chemical complexes all over Europe and indeed in Latin America and 
growing in the Far East.

Mr. ULLMAN. One of the reasons for the reduction probably is the 
great increase in productive capacity in Germany and Japan and 
the other countries.

Mr. BARNARD. That is correct, plus the increased competitiveness of 
their industries in world markets, as the Department of Commerce has 
indicated.

Mr. ULLMAN. Is another reason the nontariff barriers in other 
countries ?

Mr. BARNARD. We believe that that is one consequence. We believe 
the border tax export rebate mechanism accounts in part for the com 
petitiveness of some of our foreign friends since it amounts to a sub 
sidy for their exports.

Mr. ULLMAN. I am greatly concerned about the problem.
I have one final question. If we remove the ASP, what do you think 

the impact will be on the industries you represent ?
Mr. BARNARD. We believe that there will be a significant increase in 

imports of these products. We believe there will be a significant move 
ment of our industry abroad, at least among the big companies, and 
there will be a switch by a number of the small companies from being 
manufacturers to being importers or simply merchants of foreign 
material.

This is what we would anticipate would happen. The number of 
jobs will decline and our industry will tend to be dispersed around the 
world rather than grow in the United States.

Mr. ULLMAN. In dollars, what do you think in 5 years it might do 
to our balance of trade in this area ?

Mr. BARNARD. If the trend continues, it could well cut the balance 
of trade very significantly. This represents a billion dollar drop in our 
exports in that 10-year period.

Mr. ULLMAN. Thank you, Mr. Chairman.
The CHAIRMAN. Are there any further questions ?
If not, gentlemen, we again thank you for coming to the committee 

and giving us your very interesting testimony.
Editor's note: The full text of the speech by Arthur K. Watson, 

from which quotations were taken in the above testimony, follows:
TRADE: A VISION FOB THE 70's 

(By Arthur K. Watson)
There is an old tradition which requires that speakers submit a title for their 

speech long before they know what they are going to talk about. Consistent 
with this, Dr. Braile asked me, last July, for a title and I told him it was: 
"Trade: A Vision for the 70's."

I though that had a nice ring.
After all, if you ask a man to leave his family for the evening, and pay $14 

for dinner, the least you can promise is a vision.
I did have another title: "Trade Policy at the Crossroads." I dropped that 

because I was afraid one of you would remember that I gave the same speech 
two years ago.
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Still it is an honest title. Whatever my credentials as a visionary, I ought to be 
an expert on trade crossroads. As President of the International Chamber of 
Commerce I spent two years at one. I don't think things have moved much since 
I left office last June.

The crossroads, if you will forgive a tired metaphor, is between protectionism 
and freer trade. It is, more broadly, between two visions of the world.

One is an old vision, a vision of the nation state, sovereign, self-sufficient, self- 
seeking and grandly unconcerned about much of anything beyond its borders.

The other is the vision of an economically interdependent world where man, 
goods and capital move freely from one country to another.

Neither camp, free trader nor protectionist, ever carries its arguments to their 
logical extreme. Protectionism, pushed to its extreme, is impossible. There are 
now 140 nations more or less in the world and new ones are coined constantly. 
They all have to buy from the world, so they all have to sell to it. As a further 
embarrassment, times of high protectionism have usually coincided with eco 
nomic stagnation 'and often with political disaster. We ought to remember that 
the Smoot-Hawley Tariff—with rates so high it stopped trade cold—was passed 
in 1930.

The free trade camp, and I consider myself a member in good standing, is also 
uneasy about its ultimate vision. However fine it might be, it is hard to 
imagine a world where man, capital and goods really move with unfettered 
freedom. To function, this would need a world of closely integrated social, eco 
nomic and governmental institutions.

With a Common Market that cannot agree on a common monetary policy, with 
a Latin American Free Trade Area that cannot agree on much of anything, the 
free trade idea borders, I would have to admit, on the visionary.

Still, if I must choose, I'll take the visionary.
As the old joke goes, show me a man with both feet on the ground and I'll 

show you a man who can't put his pants on.
Furthermore, the decision is not between the extremes, it is one of direction. 

Of trend. And that is the .significance of the crossroads and the danger of this 
protracted pause.

It began, to put a date on it, in May, 1967. That was the month when we 
learned of the successful end to the Kennedy Bound negotiations and along with 
a lot of others I was convinced that freer trade had won a definitive victory.

It had not.
We got tariff cuts only to see ingenious non-tariff barriers erected in their 

place. The mind boggiles at the range and resourcefulness of the barriers. We've 
seen new import quotas—voluntary, so called, and involuntary—we have seen 
import licensing, subsidies, discriminatory customs valuation schemes, prior 
deposit schemes, border taxes and so on; There is little man could devise that 
has not been done to thwart the spirit of the Kennedy Round and avoid the let 
ter of the GATT.

Our own country, I regret to say, has not been least among the sinners.
One said little story illustrates this. During the winter the United States gets 

most of its tomatoes from Florida or northern Mexico. Well, last winter, at the 
height of the growing season, the Florida growers persuaded the Department 
of Agriculture to impose restrictions on the .size of tomatoes—they had to be 
of certain size, or larger, to be shipped in our market. The effect of this was to 
exclude much of the Mexican crop—it rotated on the ground.

The Mexicans were furious, I can't blame them, the American housewife payed 
more for her tomatoes and got a tasteless thing that was picked green instead 
of the vine ripened.

Who won? The Florida tomato growers—at the expense of everybody else.
Even the dollar, in the hands of an American businessman is no longer a free 

currency. Voluntary restraints on capital exports are now mandatory restraints 
and we borrow from tomorrow to shore up the dollar today.

What has happened, from the dollar to tomatoes, to steel, to textiles and shoes?
The euphora that followed the Kennedy Round quickly turned to apprehen 

sion. Businessmen, all over the world, worried about the bogeyman of foreign 
competition. With tariffs going down they suddenly expected to see their home 
markets flooded 'by imports. The fact that it did not happen was not enough to 
allay the fear. Businessmen did what they have done for years. Thev went to 
their government demanding protection, and in too many instances, they got it.
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At the same time, though not directly related, there was a marked deteriora 
tion in the international monetary picture. Six monetary crises have swept 
through the world in 24 months and governments, like businessmen, decided that 
trade restrictions were the easiest way, if not the best, to protect their balance 
of payments.

Furthermore, those nations with balance of payments surpluses have not been 
overly helpful. There seems little question but that the German mark is under 
valued, and so probably is the Japanese yen. Both of these great nations are 
amassing huge surpluses and neither is willing yet to fully meet its responsibil 
ities as world trading partners.

There is another factor, far less tangible, but perhaps more important. The 
leader was not leading anymore. It was our country that sparked the Kennedy 
Round. It was the United States that pushed and prodded a reluctant world to 
ward liberalization. President Kennedy had a trade mandate from Congress 
that Johnson never got. From July, 1967 on, Johnson became the first President 
since 1934 without any tariff cutting authority from his Congress and President 
Nixon, today, has none. This is a technical point, but symbolic. While protection 
ists did not control Congress under Johnson, and don't today, they may be strong 
enough to wield a veto power. This, in fact, could account for our current pause 
at the crossroads. Neither side has mustered the force to prevail in its view, each 
has the ability to block the other on anything important. The United States, the 
leader, is no longer leading and nobody else can.

We could, those of us on the free trade side, play for a draw. That is exactly 
what we did in 1968 'after a handful of us organized the Emergency Committee 
for American Trade and persuaded over 50 of the biggest companies in America 
to join the effort. Protectionism had such a grip on the Congress by then that we 
were relieved when the year passed without any protectionist legislation passing.

With 1969 three-quarters gone, I expect results will be about the same this 
year.

The Administration may offer a trade bill, I hope that it does, but the mechan 
ics of its passage make it unlikely that anything will be written into law this 
year.

Next year may be better. But the danger, the danger that prevented action in 
the Johnson Administration is still present. The trade bill could become a Christ 
mas tree decorated with quota riders to protect everything from Chinese goose 
berries to ilamb.

If this sounds farfeteched, keep in mind that more than 90 Senators and more 
than 350 Congressmen sponsored or co-sponsored import quotas last year cover 
ing everything from Chinese gooseberries to frozen lamb.

Washington is not peculiar in this respect. The same tune is being played in 
other captials of the world. Through the Emergency Committee for American 
Trade, I have been in regular touch with free trade forces in many other coun 
tries. Like us, they are busily plugging holes in their dikes. The struggle to 
protect trade is now worldwide.

What is the issue? What are the stakes?
At first glance it is all trifling. Why not give the harassed gooseberry growers 

some protection from foreign competition? And, while we are feeling generous, 
let's not overlook shoes and textiles and apparel and consumer electronics and 
autos and bicycles and motorcycles and steel and a long, long list of other ges 
tures we might make.

Why not? The answer is retaliation. Our trading partners will return the com 
pliment in full measure and we will be on our way to a trade war—the one kind 
of war where everyone inevitably loses.

At stake is not gooseberries or lamb. It is the world economy. It is what Peter 
Drucker calls "the one positive achievement of the period since World War II." 
This world economy is an achievement that we can measure in economic terms, 
but the social and political significances far overshadow the economic.

Let me remind you of the numbers: the dollar value of world trade has grown 
from $101 billion to $230 billion during the sixties. That is a growth rate of 
nearly 8% compounded. During the same time, the sales of multinational cor 
porations, from their foreign production, has grown from around $70 billion to 
something like $185 billion, a compound growth rate of 10%. These are rough 
estimates, there is no world census.

The trade translates, in American terms, to nearly three and one-half million 
jobs created by exports. It translates, in the Delaware Valley alone, to one hun 
dred thousand jobs or more.
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Predictions are hazardous, but I will offer one just to redeem my promise about 
the 1970's. The dollar volume of free world trade will increase to well over $400 
billion in the next decade. Philadelphia, obviously, will get it's share of this vast 
increase. But the catch is a trade war—that projection could go down as well 
as up.

The period ahead, months, perhaps several years, will be exasperating for all of 
us.

Our international monetary arrangements 'as yet are imperfect and internation 
al monetary problems set a tone for protectionism. Internationally, we have no 
central bank or Federal Reserve. Still I believe we are moving in that direction. 
With SDK's, special drawing rights, and what I think is a serious possibility, 
the so-called crawling peg for currencies, we may build into a system both the 
expansion mechanism it has needed, and the adjustment mechanism it lacks.

We have no commonly accepted law for international business and, through 
the GATT, only the rudiments of trading arrangements.

Like the bumble bee, which theoretically cannot fly, I believe it could be proved 
that the free world economy theoretically cannot exist. Yet it does exist, and it 
flourishes.

But the next stage, the one we face in the 70's, is going to be harder than the 
booming sixties. If growth is to continue, we must face the inevitability of read 
justments here in the United States. Some of our labor intensive industries may be 
hurt by foreign competition. It will be competition from manufactured goods 
made in cheap labor countries with all the emotional overtones that implies.

But isn't that one of the purposes of trade ? Are we spending $23 billion a year 
on higher education in the United States to raise another generation of mill hands 
and common laborers? That is absurd. Our future lies in our multinational corpo 
rations and in the exports of high technology and the products of our farms— 
which, incidentally, is one of our highest technologies by world standards. There 
are businesses, over the longer run, we should not emphasize. There are low paying 
jobs Americans will not want to take in the 1970's—and shouldn't take. I don't 
airily dismiss the problems, the industries and the workers affected deserve help 
from our government. They were promised such help in the Trade Expansion Act 
of 1962 but never got it. That law ought to be strengthened.

But just because we face adjustments, we should not lose sight of the goal. The 
real effect of these adjustments is to trade low paying jobs for high paying jobs, 
and to trade low profit industries for high profit industries. That is our future 
and I believe we are shortsighted indeed if we fail to understand it.

Abroad, the stakes are even higher. I was one of the advisors on Governor 
Rockefeller's, more accurately President Nixon's Mission to Latin America, and 
after twenty countries, and twelve hostile demonstrations, a man returns with 
some rather vivid impressions of Latin America.

To put what I want to tell you in perspective I should explain that these demon 
strations seemed a lot more dramatic when you read about them up here than when 
you went through them there.

My dear wife worried more about the trip than I did.
That said, and it remains that a sizable minority, perhaps even a majority of 

Latin Americans distrust the United States and many dislike it. The Mission was 
a catalyst for these emotions.

Viewed from the Latin American perspective, I think all of us here might feel 
about the same way.

After thirty or forty years of Good Neighbor policies, Point Four programs, 
Partnerships for Progress and Alliances for Progress, Latin America is still dirt 
poor and deeply frustrated. It blames much of its trouble on us.

It blames too much on us. But we are not the Good Samaritans that we may 
think we see in our own mirrors.

Today's U.S. aid to Latin America, sixty-five percent of it, is not a gift but a 
loan and often a loan made with costly restrictions. Last year, the Alliance for 
Progress loaned Latin America $862 million, but it collected $366 million on 
earlier loans.

The U.S. private sector actually took more out of Latin America than it put in— 
$812 million more.

I could talk about what we have done for Latin America. Government-to-govern 
ment aid may not be the most efficient road to development, but its achievements 
are not inconsiderable. The U.S. private sector may have disinvested last year in 
Latin America, but it still has nearly $11 billion invested there. This direct invest-
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ment creates around 800,000 jobs and is the nucleus around which much of modern 
Latin American industry has grown.

The arguments, ours and theirs, are by no means simple but one message came 
through loud and clear in my visits with the private sector and with government 
officials.

What Latin Americans want now is not aid, but trade.
They are reaching the end of the line on import substitution, they are reaching 

the end of the line on servicing foreign debt. They simply must find a way to 
break out of the old bind of tropical exports and raw materials. It is debatable 
whether or not the terms of trade have gone against Latin America. It is not de 
batable that Latin America's share of world exports has dropped almost fifty per 
cent over the last fifteen years.

Latin America has to find a way to export the products of its factories and the 
United States is their logical market.

Some of the stories you hear down there are heartbreaking. A Central American 
businessman was encouraged to build a factory to produce cotton gloves for the 
U.S. market. He bought machinery in the United States, he bought cotton in the 
United States. After he had shipped a few gloves, we suddenly created an import 
quota on cotton gloves. The amount we allowed him to sell to us was a few days 
of his production. There his machines sit, a glove factory in the tropics where 
nobody wears gloves.

As long as we are visting the theatre of the absurd let's look at sugar. Many 
of these little Caribbean countries we visited have nothing much to export but 
sugar. Still, we keep them on strict quotas while we subsidize beet sugar produc 
tion in the United States.

I came back from Latin America persuaded that we had to emphasize the 
private sector and we have to emphasize trade, not aid, as the healthier solution 
for Latin America. The Governor, as you know, has presented his report to the 
President and I hope something to this effect is in it.

When you believe strongly in a cause there is a danger, I freely admit, that you 
may perceive as the apex what is merely a facet. I have tried to discount this 
temptation—I have tried to look at freer trade and at multinational business in 
perspective and recognize that they are only part of an international system.

I can't convince myself.
They, it seems to me, are the very heart of the system and if you tamper with 

them, you tamper with the heart. It is nearly a quarter of a century now since 
World War II ended and I must agree with Peter Drucker that the most viable 
and significant thing we have done is build the firm beginnings of an inter 
national economy. That is an accomplishment that can endure when the NATOS 
and SEATOS are footnotes in history.

Our choices, our options, are not infinite. Fundamentally, as I see it, we will 
revert to protectionism or sit paralyzed at the crossroads while the situation 
deteriorates. We have been sitting there while the dollar became partially a 
blocked currency, we have been sitting there while everybody built petty trade 
barriers and quibbed. We sit there, now, and listen to the opening guns of a world 
trade war.

That is an option, and that is the one our protectionist friends would choose.
The other is to seize the initiative again, and we can do it.
Our own economic house is going to be put in order. I'm convinced of that 

We are going to stop this erosion of the dollar and with it this incredible increase 
in imports.

We already have the competitive muscle to hold our own in the world. There 
is no industrial system anywhere that matches our efficiency and sophistication. 
There are no workers, anywhere, with the training, the education and the 
productivity of the American worker. There will be some industries where we 
can't compete. But that, in nearly every case, will be an industry we should not 
be in.

The answer is not to build a fence around sick industries. The answer is to 
aggressively open markets for industries where we have the advantage. Like 
many of you, I'm a world traveler, and I never cease to be surprised to find 
that no matter where I go I am almost always on an American made plane. In 
air frames we compete. Should we foolishly give away these billions in sales and 
hundreds of thousands of jobs to protect some inefficient domestic industry? 
That is what you are talking about when you talk protectionism.

We can go on the trade offensive again and win. We can win for ourselves 
and the world.

46-127 O—70—pt. 12———12
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We have, I am convinced, more than enough bargaining power to persuade 

our trading partners to drop some of their unfair barriers. And we will drop 
ours.

We are going to solve our monetary problems and we don't have 
to wait to prove it. The world already believes it. It is time some of our 
trading partners took a hard look at their own currencies. Whatever the psycho 
logical gratification of surpluses, the ledger finally must balance and they know 
it It's time to bargain again—but bargain up the road to liberalization, not 
back to 1930.

And what can we do, and do personally? Nearly everyone in this room believes 
in free trade, and nearly everyone has a personal stake in it.

Let me suggest, let me urge a three-point program :
(1) Don't leave a protectionist argument unchallenged. Whether you hear 

it at a party or read it in the press, go back at it—hard and fast. Expose the 
thinking behind it, and the motives behind it.

(2) Really support these free trade organizations. Thousands of speeches 
have to be made, millions of pamphlets have to be published. The American 
people must understand what freer trade means to them as consumers and 
workers.

(3) Most of all, talk and write to the Congressmen and Senators that you 
know. They are the ones who are going to make the decisions. Up until now 
they have been bombarded by protectionist demands but have heard precious 
little from our camp. Let them know what we believe.

Gentlemen, and ladies, this erosion cannot be allowed to go on. The world wtti 
take a road, one of them or the other. It has to be toward freer trade. We have 
got to go to work to be sure that it is.

The CHAIRMAN. Our next witness is Mr. F. Leonard Bryant.

STATEMENT OF P. LEONARD BRYANT, CHAIRMAN OP THE BOARD 
OP DIRECTORS, MANUFACTURING CHEMISTS ASSOCIATION; 
ACCOMPANIED BY WILLIAM CHRISTOPHER; ROBERT PLUMB; 
AND WILLIAM DRIVER, PRESIDENT

Mr. BRYANT. I am F. Leonard Bryant, retiring chairman of the 
Manufacturing Chemists Association board of directors, and chair 
man of the board of Hooker Chemical Corp.

I am here today representing the association which I shall refer to 
asMCA.

We are a trade association of 174 U.S. companies representing more 
than 90 percent of U.S. production capacity of basic chemicals.

I am accompanied by, with your permission, sir, Mr. William Chris 
topher and Mr. Eobert Plumb of member companies, who are experts 
in the field of international trade and taxation, respectively, and Mr. 
William Driver, president of the Manufacturing Chemists Association.

The CHAIRMAN. You could not have come better represented than 
to bring Bill Driver along to the committee. We have known him for a 
long time; very favorably, I must say.

Mr. BRYANT. Thank you.
The CHAIRMAN. We are glad to see you.
Mr. BRYANT. The chemical industry in the United States is a large 

and important segment of the economy, accounting in 1969 for nearly 
$49 billion in shipments of chemicals and related products and provid 
ing employment for over 1 million people.

For the sake of brevity, I will not read the entire statement of the 
MCA position, but will summarize some of its most important points.

With the permission of the committee, I would like to submit the 
full statement for inclusion in the record of these hearings.
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I want to present this message to you today by first putting it in the 
perspective of the recent history that has brought us to the problems 
we now confront. This history begins with the war years, 1939-|45.

The tremendous economic power of the United States provided the 
vital industrial base for victory in World War II. Rather than recede 
into isolation as had been the temper in earlier times, the United States 
under the leadership of such men of vision and perception of world 
affairs as George Marshall, Harry Truman, and Dwight Eisenhower, 
committed that same great power to economic reconstruction and the 
rebuilding of human society.

Never in history has there been a more magnificant and mutual effort 
for construction for growth, and for progress. In this vast endeavor, 
our country sought not only to rebuild war-devastated economies but 
to foster the growth of international trade and investment so as to 
light the hopes of the world's peoples for higher living standards and 
secure the hard-won peace.

In the pursuit of that objective, our Nation willingly entered 
arrangements which were clearly to the advantage of countries which 
had been our allies and our foes.

The policies which we pursued in the postwar forties and the decades 
to follow, however, have little relevance to world economic realities to 
day. Major beneficiaries of United States trade and aid were Japan and 
Germany. Both rank today behind only the United States and the 
Soviet Union as the world's leading industrial powers.

The surging economies of Europe and Japan provide impressive 
testimony as to their industrial sophistication, their advancing tech 
nology, and their widening penetration of our own market and other 
world markets.

I think it is a valid observation to say that some of the trade prob 
lems we are now experiencing have grown from the successes of the 
postwar reconstruction. It is clear, at least, that the world competitive 
situation today is an entirely different ball game.

Without losing sight of the values and importance of a prospering 
trade with our world neighbors, it is high time we reexamine trade 
policy in the context of present realities and insist on fair competition 
and full reciprocity.

It is in this context that I would like to present our suggestions for 
new approaches in U.S. trade policy. I will first comment on American 
selling price valuation and export expansion measures and then con 
clude with a listing of the major MCA positions which are commented 
on more fully in our written statement.

The Trade Expansion Act of 1962 was enacted with high aspirations 
for its potential in solving the numerous world trade problems beset 
ting our country. However, by the time the Kennedy round had been 
completed and the supplemental agreement relating principally to 
chemicals had been negotiated, we in the chemical industry had be 
come abruptly aware of the end of reciprocity for chemicals in trade 
matters.

Studies made within our industry clearly indicated that the chemical 
tariff concessions obtained abroad would avail us little in the way of 
increased exports. In striking contrast, these studies also indicated 
that U.S. chemical tariff concessions granted to other countries were 
certain to generate substantially higher import levels.
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When you add these economic examinations to the 50-20 formula 
for chemicals negotiated with the Common Market, it becomes all too 
clear that the Kennedy round was unreciprocal for chemicals.

Promulgation of the supplemental agreement might appear on the 
surface to rectify the imbalance of the 50-20 formula, but it would do 
nothing to offset the failure by the many other countries negotiating 
at the Kennedy round to give 50-percent concessions on chemicals.

As to the effect of the supplemental agreement on trade between the 
United States on one hand, and the United Kingdom and Common 
Market on the other, our studies do not indicate that the lack of reci 
procity would be corrected, but instead would be worsened.

In other words, once again the U.S. market would open up more 
widely for imports without compensating growth in exports provided 
by European concessions. The day is past when we can afford the 
luxury of giving more than we receive in trade concessions. For these 
and other reasons, we recommend disapproval of the supplemental 
package.

The issue before this committee is not a debate on the validity or the 
appropriateness or the degree of protectionism in the ASP method 
of valuation. The issue before this committee is a specific proposal 
negotiated ad referendum during the Kennedy round. It is this pro 
posal—not ASP, itself—that we are debating and which we oppose.

Not only do we anticipate adverse effects for the chemical industry 
and its workers, but the proposal also would work against the larger 
economic interests of our Nation by further weakening its balance-of- 
payments position.

In his release to the press of May 4, Chairman Mills included in his 
public invitation to the hearings on these matters, the discussion of 
proposals to stimulate exports. We are delighted that h« has done so 
and we wish to take opportunity to offer some suggestions in this 
regard.

The chemical industry has long been very aggressive in its selling 
activities abroad. Indeed, this is reflected in the continuing upswing 
of U.S. chemical export sales. More recently, our overseas competitors, 
in addition to their business vigor in international selling, have ob 
tained the assistance of their governments through special aids and 
devices.

Our proposals largely deal with measures to offset these special 
forms of foreign government aid to our competitors and are specifi 
cally set forth in our written testimony.

Among the measures affecting export sales are those which raise 
government revenues. Taxes can have considerable effect upon the 
pricing of any goods ad, therefore, affect their sales, and export sales 
are particularly sensitive.

Two such measures merit specific attention here. One is the Domestic 
International Sales Corporation (DISC) proposal recently advanced 
by the Treasury Department. We believe that this proposal properly 
implemented can be a real export encouragement.

The other tax measure we wish to comment upon concerns border 
taxes. The distorting effects upon U.S. trade have never been the sub 
ject of compensation for the United States whose export products 
suffer most. We believe this to be an area which requires the attention 
of our negotiators.
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We in the chemical industry fully expect that the Kennedy round 
concessions as they become fully effective will lead to a rapidly grow 
ing influx of chemicals from abroad. Naturally, we are concerned about 
the effectiveness of the relief provisions.

The very tight criteria set forth in the Trade Expansion Act of 
1962 dictate with almost complete certainty that very few of those 
injured could ever qualify for relief. Our association has had a his 
toric preference for the type of relief provided in the escape clause 
provisions.

We therefore, are wholly in accord with the proposals of H.R. 16920 
related to the relief provisions. Not only are the qualifying criteria 
proposed in that bill workable, but also there is no distinction made 
between qualification for adjustment assistance and qualification for 
escape clause relief as is made in the administration bill, H.R. 14870.

Concerned as we are about lack of reciprocity that has featured 
recent chemical trade negotiations, we are wholly in accord with sec 
tion 203 of H.R. 14870 which permits the President to withdraw con 
cessions in the face of discriminatory acts. We are delighted at the 
broadening of the authority which hitherto had been confined to agri 
cultural products. Judicious use of this provision in retaliation could 
go a long way toward assuring reciprocity.

Lastly, we quite agree that the President needs some small negotiat 
ing authority in order that he may deal with international trade 
"housekeeping" problems. Should the escape clause be utilized, should 
there be a tariff classification change wrought in the courts, perhaps 
a GATT article XXVIII withdraw, or a termination of a bilateral 
trade agreement, the President might be required to provide compensa 
tory tariff concessions to other nations.

H.R. 16920 proposes to allow the President to exercise authority 
originally granted in the Trade Expansion Act which he did not com 
pletely expend during the Kennedy round. We agree that this au 
thority may be ample, provided that any new tariff reduction granted 
thereunder does not exceed 10 percent of the rate level to be achieved 
after Kennedy round commitments.

IN SUMMARY

1. We oppose the approval of the supplemental agreement which 
would eliminate ASP as we would any nonreciprocal agreement.

2. We favor relaxation of the tariff relief criteria.
3. We favor measures to stimulate exports.
4. We favor authority for the President to withdraw concessions 

in the face of discrimination.
5. We favor small authority for the President to attend to interna 

tional trade "housekeeping" matters. 
(The full statement follows:)

STATEMENT OF MANUFACTURING CHEMISTS ASSOCIATION 
I. INTRODUCTION

The Manufacturing Chemist Association (MCA) is a nonprofit trade associa 
tion of 174 United States members representing more than 90 percent of the 
production capacity of basic industrial chemicals within this country.
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The U.S. chemical industry is a large and important element of the U.S. 

economy. In 1969 U.S. shipments of chemicals and related products totaled $48.7 
billion and the industry provided employment for over one million people in all 
50 states.

H. SUMMARY OF MOA POSITION

Because of its extensive involvement in foreign trade the chemical industry is 
very much interested in, and affected by, international business practices and 
trade policies. We would like to address ourselves, therefore, not only to the 
provisions of H.R. 14870 and H.R. 16920, but also to other areas which have a 
direct effect on international trading patterns. Accordingly, a summary of the 
MCA position is as follows:

Eligibility for tariff relief or adjustment'assistance for industries, firms, 
and workers should be judged on the same criteria; and the Tariff Commis 
sion should continue to determine eligibility for adjustment assistance.

The Supplementary Agreement Relating Principally to Chemicals should 
not be approved.

The scope, or purposes, of the bill should be broadened to include as a 
primary objective, the expansion of U.S. exports. Implementing legislation 
should be adopted to serve that objective. Existing tax laws and regulations 
should be changed to equate the tax burden on U.S. exports with that of 
other leading exporting nations.

The President's authority to further reduce U.S. tariffs should be minimal 
at this time, and its use should be confined to "housekeeping" purposes.

HI. BACKGROUND

Many of our member companies are extensively involved in International chem 
ical business today, and a number have substantial capital commitments in many 
overseas countries. Many have been operating in the international environment 
for decades and their overseas facilities and operating organizations have made 
a major contribution to expanding chemical exports. The chemical industry has 
taken advantage of the opportunity to participate substantially in the recent 
astounding economic growth around the world. For many years, the industry has 
maintained a favorable balance of trade, and in 1969 its nearly $3.4 billion in ex 
ports contributed a $2.1 billion surplus of such exports over chemical imports. The 
significance of this surplus can be measured as a contribution to the total U.S. 
balance of trade. The 1969 trade surplus of $1.2 billion would have been trans 
formed into a deficit of $0.9 billion without the chemical trade surplus. Over 
the past ten years the chemical industry has contributed a trade surplus totaling 
$15.7 billion.

Why then in the face of all of these healthful and prosperous conditions should 
the U.S. chemical industry offer words of concern regarding this pending legis 
lation? An analysis of the U.S. position in world chemical trade, with particular 
emphasis 'on recent trends, provides one of the reasons. For example, the De 
partment of Commerce reports the U.S. share of world chemical exports in 1962 
at 26.4 percent, which figure deteriorated to 22.8 percent in 1968.* Though im-

•Market Share Reports Commodity Series SITC No. 5, Chemicals MSR-69-90070 and 90OT4,
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proving in absolute terms, U.S. chemical exports are, in fact, not participating 
to the fullest extent in tbe growth of world demand for chemicals. To illustrate 
this point, had our country maintained its 1962 share in 1968, there would have 
been another $0.5 billion in chemical exports for the U.S. This declining share 
in world chemical markets is one objective measure of the competitiveness of 
U.S. chemicals.

While the U.S. share fell during 1962 through 1968, the share of world chemical 
trade filled by Europe and Japan rose. This result is not unexpected in the light 
of industrial developments in those areas. The devastation of World War II 
necessitated a complete rebuilding of their chemical industries. By the early 
1960's this had been accomplished, embodying the latest technology in the most 
modern facilities, much of it erected with surplus capacity for export sales. 
Announced expansion plans in these countries clearly indicate that they will 
continue their strong exporting efforts.

Other trends which should not go unnoticed are the rapid rise in U.S. cost/ 
price relationships in recent years vis-a-vis those of our major foreign com 
petitors. These phenomena can readily, and dramatically, be demonstrated by 
analysis of the following tables:

EXPORT PRICE INDEXES' 

[1963=1001

1960 1965 1969

United States. __ .... ___________
France ____ _,
Italy....... .„..„„„„..„......„...„....

.„„.„.....-....-. 99
———.———. 96
„..—..— ..„.„. 98
_———.——--_ 102
....—————. 105

104
104
105
102
101
101

115
105
108
103
101
105

i The Wall Street Journal, Feb. 9,1970, p. 1, "The Outlook."

The export price index which appeared in a Wall Street Journal article, and 
is based on data compiled by the International Monetary Fund, shows a par 
ticularly significant increase in the U.S. price index from 1965 to 1969. There is 
clear evidence U.S. export prices generally are rising faster than those of our 
chief foreign competitors, with the result that we are less and less competitive 
with foreign producers, and are, consequently, losing position in international 
markets.

A corollary development is displayed in the table below indicating relative 
labor costs among the major trading nations. These relative differences in labor 
costs virtually speak for themselves and require little verbal analysis.
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The chemical industry is still concerned about the trade distorting effects of 
foreign internal taxes charged on imports and rebated on exports, as well as, 
with the GATT trading rules relating to these border tax adjustments. In our 
testimony in 1968, we analyzed this question in depth insofar as we felt it had 
an impact on the international trade of the chemical industry. We have also 
worked closely with the Office of the Special Trade Representative to supply it 
with the necessary detailed information to support our concern. The problem 
becomes more important as foreign tax rates are harmonized, and as more na 
tions adopt a value added type tax system.

The rising costs of raw materials and services spurred by the ever-upward 
drive for wage increases show no sign of diminishing or reversing. We remain 
hopeful that our efforts to achieve productivity gains will more than offset such 
costs; however, we are concerned with our capability to keep up the pace. While, 
fortunately, our current international trade balance is still favorable for chem 
icals, we are concerned that the trade situation could easily sour. Such a trade 
balance reversal has happened, and happened quickly, to other industries, such 
as steel. Our industry is striving to remain economically strong and vigorous. 
Certainly it is in the national interest for us so to do. However, we cannot do 
this entirely alone, and that is why we are seeking the assistance of the Con 
gress in this important area of international trade.

With this background in mind, we now wish to bring to the Committee's atten 
tion a presentation of our suggestions by each section of H.R. 14870 as affected 
by H.R. 16920.

IV. STATEMENT OP PURPOSES

In enacting the Trade Expansion Act of 1962 the Congress held high aspira 
tions for the accomplishment of its objectives. Now that the Kennedy Round 
is history, we must reflect our keen disappointment in the failure to achieve 
those objectives with particular concern for the disregard of reciprocity in the 
chemical sector. With these thoughts in mind, we believe the objectives of 
H.R. 14870 should be redirected to the solution of national problems directly 
associated with international trade along the following lines (new language 
italicized) :

(1) to continue and strengthen the Trade Agreements Program of the United 
States;

(2) to establish a viable program of tariff adjustment for industries and 
other assistance for firms and workers affected by imports;

(3) to promote the reciprocal reduction or elimination of non-tariff barriers 
to trade; and

(4) to encourage tUe growth of U.S. expwts.
We most strongly favor the evaluation and moderation of the many barriers 

to trade other than tariffs that now operate to distort trade among nations. 
That is why the restatement of Purpose 3 is suggested. The only alleged non- 
tariff matter treated in this legislation is the subject of eliminating American 
Selling Price via the Special Agreement whose approval is sought. We oppose 
approval of that Agreement. For matters of non-tariff barrier character which 
should be negotiated, it is our recommendation that these be treated specifically 
in the bill or by separate resolution, rather than by incorporation in general 
language in this bill. We recommend the adoption of steps to encourage the 
expansion of U.S. exports directly.

V. TRADE AGREEMENTS AUTHORITY

The Administration's Bill, H.R. 14870, proposes a 20 percent "housekeeping" 
tariff reduction authority beyond the Kennedy Round commitments. The basic 
question is whether this new tariff cutting authority is required. H.R. 16920 
(Mills), which the House Ways and Means Committee is also considering, ap 
proaches the tariff "housekeeping" authority problem in a quite different 
manner. It would reinstate the unused portion of the 50 percent tariff cutting 
authority granted the President by the Trade Expansion Act of 1962 through 
July 1, 1973. About four-fifths of the 50 percent tariff cutting authority granted 
by the TEA of 1962 was used in the Kennedy Round. Regardless of the ap 
proach to be taken, we believe authority to further reduce tariffs beyond the 
Kennedy Round commitments by no more than 10 percent to be adequate for 
"housekeeping" purposes. To the extent that the authority which would be
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granted in H.B. 16920 meets that criterion, we would support it as ample for 
today's needs.

It should be made clear in any bill that there is no intention of reinstating the 
100 percent tariff cutting authority granted the President by the TEA of 
1962. There would seem to be some question as to whether technically the 
language of H.R. 16920 is clear in this respect.

H.E. 16920 would permit the President to invoke or to use the "housekeeping" 
authority granted him only when required because of escape clause action taken 
by the United States. This would seem to be unduly restrictive, particularly, since 
there are other appropriate circumstances under which the President should be 
permitted to use his "housekeeping" authority, such as compensation for tariff 
reclassification or loss of concessions arising out of termination of a bilateral 
trade agreement

VI. GENERAL AGREEMENT ON TARIFFS AND TRADE

The Congress should welcome this opportunity to examine U.S. participation 
in the GATT. We believe that some forum is absolutely necessary for the inter 
national discussion of, and resolution of, trade problems. The GATT fills that 
bill. It is fitting and proper that the U.S. should pay its share of the costs of 
operating the GATT. However, we think it is timely for the President to ex 
amine carefully the GATT to determine its relevance to the needs of today and 
tomorrow. For example, what changes should 'be made in the GATT due to 
the inequitable effects of the current GATT treatment of direct and indirect 
taxes on U.<S. international trade? Is the GATT exception of preferences (e.g. 
BBC/Africa) relevant any longer?

VH. RETALIATION AGAINST DISCRIMINATORY ACTS

In Section 203, H.R. 14870 would extend the President's authority to retaliate 
against discriminatory acts in agricultural trade to all other merchandise 
entering trade. We believe that the President should have authority to with 
draw concessions or to impose duties or other import restrictions which is not 
confined just to one segment of our economy in order to offset discriminatory 
acts on the part of trading partners. Other countries have rataliatory authority 
available to them which they have not been reluctant to use. We strongly 
support Section 203.

Vm. TARIFF ADJUSTMENT AND ADJUSTMENT ASSISTANCE

Both H.R. 14870 and H.R. 16920 propose to relax the very trying criteria under 
which affected industries, firms, and workers qualify for assistance. In the case 
of H.R. 14870, qualification of industry hangs on whether imports have been the 
primary cause of serious injury. By comparison, firms and employees seeking 
adjustment assistance under H.R. 14870 may qualify where imports merely 
have 'been a substantial cause of serious injury. We believe the criteria used 
in all of these determinations should be the same: namely, when imports hare 
been a substantial cause of serious injury. H.R. 16920 meets this suggestion 
in Sections 201 and 202. Accordingly, we urge support for those provisions of 
H.R. 16920.

IX. ADJUSTMENT ASSISTANCE ELIGIBILITY DETERMINATION

'Sections 301 and 302 of H.R. 14870 provide that the President shall make the 
determination of eligibility for adjustment assistance after receiving the facts 
from the Tariff Commission, whereas, such authority now resides with the 
Tariff Commission.

These provisions would remove the responsibility for determination of ad 
justment assistance eligibility from an impartial body established and author 
ized by the Congress, and place it in the hands of the Executive Branch. H.B. 
16920 makes no attempt to transfer these functions, and in this regard has our 
supnort We believe, also, that there should be adeouate staffing and financial 
sunport to enable the Tariff Commission to carry out these responsibilities. The 
effect of the above would be to emphasize the fact-finding necessities, and to 
avoid complicating facts with political expediencies.
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X. NON-TABIFF BARRIERS TO TRADE

The Agreement Relating Principally to Chemicals was concluded in June 1967. 
It was widely acclaimed and publicized as deserving of support from all, includ 
ing the domestic chemical industry. Its advocates argue that, if implemented, 
the Agreement will provide the domestic chemical industry with very substan 
tial new export opportunities, and thereby generate additional income and new 
employment.

The facts are that the Agreement not only reduces U.S. chemical tariffs and 
thereby compounds the domestic chemical industry's problems resulting from 
already lowered tariffs, but further, it affords the industry little export oppor 
tunity in return. In short, we believe the Agreement is a poor bargain, and many 
MCA members have publicly testified to this effect before governmental agencies. 
The Kennedy Round arrangement was unreciprocal for chemicals, and imple 
menting the Agreement on ASP would make it even more so.

In our opinion, there is no question but that the prevention of still further 
reductions intrinsic to the Agreement on a large number of U.S. products is of 
significantly greater trade value to the chemical industry and to the U.S. than 
the additional 30 percent reduction in certain foreign chemical tariffs which 
the Agreement offers. Its acceptance would cause a substantial increase in 
chemical imports not matched by additional exports arising from those tariff 
reductions to be made by our trading partners in the Agreement. Furthermore, 
one of the chief beneficiaries would be Japan, who is making no concessions 
whatsoever in reciprocity. We have been opposed to elimination of the American 
Selling Price system of customs valuation as proposed in the Agreement, and 
that remains our position today.

Section 402 of H.R. 14870 deals with the technical aspects of eliminating ASP 
duty rates and the substitution of the Tariff Commission's so-called "converted 
rates". These latter are the duty rates which would be applied against the export 
values of chemicals classified within TSUS Schedule D, Part 1—Benzenoid 
Chemicals and Products. These "Converted rates" were calculated to produce an 
equivalent amount of duty revenue as their counterpart ASP rates for 1964.

It has been thoroughly and adequately demonstrated to this Committee, as well 
as to the Tariff Commission, that the Tariff Commission's "converted rates" 
were inaccurate, incomplete, and not equivalent. In many instances, the conver 
sion process resulted in proposing higher duty rates for non-competitive benze- 
noid products and in proposing rates bearing no relationship to the products 
caught up in "basket categories". On top of the non-equivalence of the "converted 
rates", the ceilings provided for in the Agreement completely destroy any notion 
of reasonable reductions. The effect is to assure reductions far in excess of the 
50 percent provided for in the Trade Expansion Act. The method provided under 
Section 402 for producing equivalent U.S. duty rates on benzenoid chemicals is 
demonstrably erroneous.

We recommend eliminating Title IV of H.R. 14870.

XI.. EXPOET EXPANSION

With the U.S. payments position falling seriously into negative balance, and 
with U.S. exports failing to grow apace with imports, it is logical to seek steps 
which will stimulate exporting. In this regard, we suggest a series of measures 
which we believe will strengthen the U.S. export position by making the po 
sition of the U.S. exporter more equivalently competitive with that of his over 
seas competitor.
1. Tax measures

There are substantial differences in taxation systems and practices among the 
major industrial nations. One of the significant effects of these differences is a 
trade advantage for those exports accorded relatively more favorable tax treat 
ment. Economic studies and trade analyses conducted in the chemical industry 
have led us to the conclusion that foreign chemical exports, in comparison with 
U.S. chemical exports, currently enjoy a trade advantage arising from more 
favorable tax treatment. We believe that U.S. industrial products, in general, 
are similarly disadvantaged. A conceptually perfect but impractical answer to 
the trade problems arising from taxation differences would be 100 percent har 
monization among the tax systems and practices of all competing nations. A more 
practical approach in the "real world of international business" is to adopt
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measures within U.S. control and to negotiate those not within U.S. control so 
as to make U.S. goods more equivalently competitive. We urge this approach.

The present U.S. system of taxation of foreign source income places U.S. 
industry at a competitive disadvantage with foreign industry in leading export 
ing nations. This serves to discourage existing exporters from increasing efforts 
to expand exports, as well as to deter others from entering the export market. 
Many businessmen view export markets as purely secondary. Accordingly, the 
Internal Revenue Code and regulations thereunder should be changed to at least 
equate the tax burden on exports in line with that of other leading exporting 
nations.

We respectfully urge adoption of the Domestic International Sales Corporation 
(DISC) proposal recently presented by the Treasury Department. With respect 
to this proposal, it is our considered opinion that with some modification, it 
should, indeed, result in expansion of exports from the U.S. and attract others 
not now engaged in exports. The chemical industry is highly capital intensive, 
and petrochemical complexes must be sufficently sizeable to be economical. 
Therefore, there are advantages in centralizing facilities in one location, to 
gether with related technical and research personnel to satisfy various market 
locations. Assuming equality of tax climate in the U.S., the economics of scale 
and consolidation of management and technical support, resulting from large 
integrated chemical complexes here, can outbalance the present benefits of dis 
persed overseas investment. The DISC proposal, if adopted, would assist in 
neutralizing tax burdens as a factor in the investment decision whether to lo 
cate a new facility in a foreign country or in the United States. This Asso 
ciation has cooperated in the efforts of the Treasury Department in developing 
the current DISC proposal. Attached to this testimony is a copy of the Associ 
ation's submission to the Treasury Department, setting forth specific comments 
on the proposal. We believe the proposal generally to be sound. It should be help 
ful in attaining the expressed objectives. While the profit allocation formulas in 
the proposal should be beneficial in eliminating controversy and uncertainty, 
we recommend adoption of a standard in incremental costing in determining 
the total profits on export sales, which profit would be shared by the DISC 
and the U.S. manufacturing affiliate under the proposed formula.

The enactment of the specific proposals recommended above will stimulate 
exports by providing for our exports a more equivalently competitive position. 
One additional area needs attention: The trade distorting effect of border ad 
justments for indirect taxes. Ambassador Roth, in his January, 1969, report, 
"Future United States Foreign Trade Policy" suggested seven possible ap 
proaches to formulating a solution to this problem. He then listed three key 
considerations:

"First, the United States cannot continue to tolerate the tfade disadvantages 
arising out of the GATT rules.

Second, other countries must be prepared to work actively towards a fair 
settlement of the problem.

Third, this settlement should aim at a means of substantially neutralizing the 
trade distortions caused by border tax adjustments."

His report then concludes with the recommendation, "The United States 
should press its present initiative in the GATT with the objective of negotiating 
in 1969 a solution that would substantially neutralize the trade distortion 
caused by border tax adjustments."

It is now June, 1970. No progress has yet been made. It is now time for uni 
lateral action on our part that is objectively calculated to provide U.S. products 
equivalent compensation for the disadvantage to them due to border tax 
adjustments.
2. Foreign direct investment controls

These controls may have provided some short-range benefits to the U.S. balance 
of payments position. However, such benefits loom doubtful indeed in the face 
of the probable longer-range detrimental effects likely upon the international 
competitive position of U.S. companies and their international operations. Not 
only will these measures, if maintained, handicap the international finances of 
U.S. companies, but they will also cause lasting damage to their export positions 
and future export trade. It has been five years since the original imposition of 
controls in voluntary form. Spokesmen for both this Administration and its 
predecessor have agreed that maintaining controls for a period of over five years 
could be detrimental.
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S. Export-Import Bank

We recommended strengthening the leading operations of the EXIM Bank 
in order to enlarge its activities while maintaining a position competitive with 
foreign institutions and so aid U.S. exporters. We believe its rediscount facilities 
should be insulated from the U.S. money market in order to allow exporters 
financing at the low, more competitive rates available abroad. This will require 
a higher direct lending ceiling. In order for the EXIM Bank to secure the in 
creased funds that would be required, we suggest it be authorized to issue 
term-debt instruments.
4. Voluntary restraints

The voluntary restraints ceilings imposed upon commercial bank export financ 
ing by the Federal Reserve Board guidelines seriously hamper short-term capital 
outflows in the export area, leading to curtailment at the very time when 
expansion is most needed. Therefore, we urge removal of those ceilings.
5. Ocean transportation—freight rates, documentation

Lower export distribution costs should be encouraged, with particular atten 
tion given to transportation and documentation costs.

a. Ocean Freight Rate Disparities—In many cases, outbound rates on U.S. 
exports are two to three times as high as ocean freight rates on similar items 
inbound to the United States. This disparity in freight rates also affects com 
petition in third country markets, e.g., Africa and Latin America. Mechanisms 
should be established to identify such disparities and to eliminate them.

o. Export Documentation.—The Standard Export Format developed by the 
National Facilitation Committee should be adopted. Use of the Standard Export 
Format would reduce preparation and handling costs and simplify the exporting 
procedure.

c. Containerization and Through Documentation.—Documentation from 
origin to destination would reduce required paper work cost as would containeri- 
zation. U.S. rail and road rate-making on U.S. export trade should be thoroughly 
examined to determine effects on U.S. competitiveness abroad.
6. Export promotion activities on the part of the United States Government 

U.S. participation in foreign trade shows should continue to receive encourage 
ment from U.S. Government. Greater use should be made of commercial attaches.
7. Drawback and other temporary entry provisions

These measures are valuable export aids which should be continued and 
strengthened.

It should be noted that these are simply representative examples of steps that 
would aid U.S. exports. Many of these recommendations, as well as many more, 
can be found in the excellent "action" reports of the National Export Expansion 
Council compiled several years ago. The recommendations and vehicles to stimu 
late U.S. exports are there.

xn. CONCLUSIONS
Because of its impact upon our industry, the MCA recommends the following:
1. Title IV of H.R. 14870 on non-tariff barriers should be eliminated.
2. Measures to stimulate export expansion should be adopted at the earliest 

possible date.
3. As presented in H.R. 16920, the relief criteria should be identical for in 

dustries, firms, and workers, and the determination of eligibility for adjustment 
assistance should remain with the Tariff Commission.

4. Authority for the President to further reduce U.S. tariffs should be con 
fined to nominal "housekeeping" purposes and, therefore, need not be large.

MANUPACTUEINO CHEMISTS ASSOCIATION,
Washington, D.C., April 29,1&10. Hon. DAVID M. KENNEDY, 

Secretary of the Treasury, 
Department of the Treasury, Washington, D.C.

DEAR MR. SECRETARY : The Manufacturing Chemists Association has reviewed 
with interest the recent Treasury Department memoranda outlining a proposal 
for deferral of Federal income tax on export profits of domestic manufacturers. 
The Association endorses the basic idea underlying this proposal—that domestic
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manufacturers would expand exports if a sufficient amount of income tax other 
wise due could be deferred for a considerable period of time. The Manufacturing 
Chemists Association believes that this proposal would act as an incentive for 
further expansion of export sales, both as to existing export businesses and to 
additional companies who will enter the field. We do, however, wish to set forth 
some of our views and comments concerning the rules which should be established 
with respect to implementing the overall concept.

The Manufacturing Chemists Association is a nonprofit trade association of 
174 United States member companies representing more than 90% of the produc 
tion capacity of basic industrial chemicals within this country.

The Treasury Department proposal would permit the deferral to be accom 
plished through a domestic international sales corporation which would act as 
an intermediary (hereinafter referred to as "DISC") to defer tax on its export 
profits. In order to qualify as a DISC, a certain percentage of a corporation's 
gross income (95% for example) would have to be derived from export sales 
and related export activities, which would include interest received on loans 
made by the DISC to its parent to finance export manufacturing facilities, and 
also dividends received from its foreign subsidiaries principally engaged in mar 
keting DISC exports. The amount of such interest (less any dividends paid out) 
so qualifying could not exceed 50% of the DISC'S annual gross income. In addi 
tion to the income test, an asset test would be prescribed—95% of the assets of 
the DISC would have to be export-related, such as working capital, plant, obliga 
tions issued or guaranteed by the export-import bank, or F.I.C.A., stock or se 
curities of controlled foreign corporations engaged In marketing DISC exports, 
and obligations representing loans to the domestic producers for the financing 
of export manufacturing facilities.

Basically, the Treasury proposal would exempt from Federal income tax the 
retained earnings of a DISC so long as it met the prescribed qualifications out 
lined above. Those earnings only would be taxed at the time they are distributed 
as a dividend, when the corporaiton is liquidated, or upon the sale of the stock 
of the corporation by its parent. The DISC would be treated as a foreign cor 
poration in many respects so that its dividends would not qualify for the dividends 
received deduction but would be treated similarly to dividends from a foreign 
corporation. The foreign tax credit would be allowed on these distributions to 
the same extent as allowed for dividends of foreign corporations.

Although the Association endorses the baste deferral concept through a DISC 
as a vehicle for those who desire to use it, we believe that the qualifications for 
a DISC should be more liberal than those indicated in your memoranda. The 
requirement that 95 percent of the gross income must be from export activities 
is too high and should be reduced to a lower percentage, 80% for example, as now 
permitted in the case of a corporation qualifying under section 931. In addi 
tion, the percentage of total assets which would be required to be export-related 
assets should, be reduced from 95% to a lower figure. It is probable that for 
short periods of time a corporation which has been qualifying as a DISC will 
not be able to meet either the income test or the asset test if the percentage is 
too high. Accordingly, we believe, that a lower percentage would establish a suf 
ficient flexibility so disqualifications would not be a constant danger. At the 
same time, we believe that a percentage, such as 80%, would be high enough to 
accomplish the objective of the Treasury Department to confine this tax defer 
ment to export oriented companies only. The Treasury suggestion that a dividend 
distribution should be permitted equal to the excessive disqualified interest 
income so as to eliminate the disqualifying item from calculation would be ex 
tremely helpful and a comparable relief provision should be extended to the 
percentage requirement as to total export income and to the asset test in situa 
tions where it has not been met.

The most important problem involved in this proposal, however, is the extent 
to which profits from goods manufactured in the United States which are ex 
ported would be considered to be export income and allocated to the DISC. It 
is obvious that unless there is a substantial amount of profit attributed to the 
DISC any legislation along these lines will not accomplish its purpose of en 
couraging export sales. The rules presently prescribed under section 482 are not 
clear and are too restrictive. They should be relaxed.

It is recognized that modification or relaxation of present section 482 stand 
ards to eliminate taxation of the full manufacturer's profit would create a 
current revenue loss through deferral. Nevertheless, an incentive of such nature
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would stimulate greater interest in DISC and encourage attempts to increase 
exports. Furthermore, the tax derived from the manufacturing profits from in 
creased exports, together with increased taxation resulting from the expansion 
of export related manufacturing facilities generated by the cash flow from 
deferral, would compensate for the revenue losses resulting from the DISC 
deferral proposal.

The chemical industry is a capital intensive industry which requires large 
capital investments and large research expenditures for its basic productive 
capacity. Where new foreign markets open up, however, additional productive 
capacity could be obtained through a relatively smaller amount of additional 
investment. But our Federal income tax rules do not recognize this fact and, 
instead, require the exported product from the additional production to bear its 
proportionate burden of total costs. In many cases it is not feasible to export at 
competitive prices and still earn a reasonable return. In other words, it should 
be recognized that companies in today's worldwide competitive circumstances 
would generally prefer selling in the domestic market and, therefore, consider 
their foreign sales, with attendant risks and complications, as secondary. Ac 
cordingly, we recommend strongly that the principle of incremental or marginal 
costing be allowed. In addition, the taxpayer might be .permitted to avoid the 
complexities of determining incremental or marginal costs by treating the cost 
of export sales as being 20% to 30% below that of domestic sales. In addition, 
we recommend that a safe haven rule be adopted which would permit the DISC 
to retain at least 50% of the total profit generated.

We heartily support the Treasury Department's proposal that deferred earn 
ings can be invested in loans to the United States parent for financing manu 
facturing facilities used in export production. This is a significant liberalizing 
step when compared to the restrictive investment rules applicable to an export 
trade corporation qualifying under sections 970, 971, and 972. As indicated 
above, the chemical industry is a capital intensive industry which incurs large 
research expenditures. We recommend, therefore, that investment in "manu 
facturing facilities" include supporting facilities such as research, storage, and 
transportation facilities which are also required to support the export effort. 
In addition, since research expenditures play such a vital role in making .our 
products competitive throughout the world, we suggest that loans to further 
research programs be permitted to be treated on the same basis as plant 
investment.

We believe it would add substantially to the attractiveness of the DISC pro 
posal if additional assurance could be given that funds loaned to a parent cor 
poration and used to expand export facilities need not be repaid to the DISC 
so long as those facilities continued to exist.

We .are of the opinion that besides permitting a domestic corporation to 
qualify as a DISC similar treatment should be accorded a foreign corporation 
meeting similar tests. In many cases even though permission were given to re 
organize tax free under United States law there would be impediments to this 
both under foreign tax laws and other foreign laws. Furthermore, many of our 
members believe that in many cases it is more desirable to export through a for 
eign corporation than through a domestic corporation. Accordingly, it would 
appear to be desirable to permit a choice to be made by the taxpayer himself— 
between a foreign and a domestic corporation.

The Manufacturing Chemists Association favors the Treasury Department's 
DISC proposal subject to the foregoing comments. In connection with your 
consideration of this matter, however, we urge that the following provisions 
of the Internal Revenue Code be modified as indicated in order to eliminate 
certain burdensome features which tend to restrict U.S. manufacturers in foreign 
trade:

(1) Section 367 should be revised to eliminate the advance ruling require 
ments ;

(2) Section 954(d) should be repealed to eliminate foreign base company sales 
income from Subpart F; and

(3) Section 956 relating to investment of earnings in U.S. property should 
be restricted in its coverage. 

Sincerely,
W. J. Dams.
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Mr. BRYANT. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Mr. Bryant.
Are there any others at the table who desire to say anything, or 

are you the only one to speak.
Mr. BRYANT. I am; yes, sir.
The CHAIRMAN. We appreciate very much your coming to the 

committee.
I would like to ask you one question.
Have you thought in terms if how long it would take if we told the 

President to undertake to negotiation out of existence all of these 
unfair discriminatory tactics mat are used, both in trading as well as 
governmental practices that work against us in the export of American 
goods to these countries ?

How long do you think it would take ?
I am trying to figure out how long we would give him to negotiate 

under the gun, the gun meaning that if the President would find that 
all of these countries had eliminated these discriminatory non-tariff 
tactics and trading practices the American selling price would not 
be extended to all commodities.

How long do you think we ought to give him to do that?
Mr. BRYANT. That is a difficult question to answer, sir.
The CHAIRMAN. Do you think a year's time or 90 days would be 

enough ?
Mr. BRYANT. If the obvious or apparent willingness of our trading 

partners, particularly in the Common Market, in the Kennedy round 
witlh respect to anything outside of pure tariffs is any sample and the 
flexibility with which they got around what concessions they did pre 
tend they made, I am fearful that it will be a long, long, hard session. 
Certainly not 90 days, certainly not one year. But certainly it is 
important enough to us to make the effort.

Unfortunately repeated attempts by the United States in the past 
to negotiate on non-tariff barriers have been a history of futility and 
delay.

An excellent example of the dilemma you so well described is in 
the area of taxation, and the effect of differing taxation systems on 
trade. This problem is commented on in the MCA written testmony 
beginning on page 15. The dilemma is illustrated by the recent history 
of our negotiations on the problem of border taxes.

President Johnson in his balance-of-payments message on Jan 
uary 1, 1968, made sort of a commitment to do something about the 
border tax problem. Subsequently in hearings before your committee 
you made the observation that something should be done about bor 
der taxes. Even with a presidential commitment, and with lengthy 
discussions in GATT two-and-a-half years have gone by without 
progress.

In January 1969 Ambassador William M. Roth submitted his 
report to the President "Future United States Foreign Trade Policy." 
On pages 21 to 25 he discussed the border tax problem, listing seven 
possible actions that might be taken. He concluded with the recom 
mendation :

The United States should press its present initiative in the GATT with the 
objective of negotiating in 1969 a solution that would substantially neutralize 
the trade distortion caused by border tax adjustments.
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Among the public advisers assisting Mr. Roth in the preparation 
of the report three of them, Armand Hammer, chairman of the board, 
Occidental Petroleum Corp.; Kenneth Rush, president, Union Car 
bide Corp.; and R. Heath Larry, executive vice president, United 
States Steel Corp., in written comments on this section of the reports 
made the further recommendations that the United States take unilat 
eral action if the negotiations through GATT proved unproductive in
1969. A year and a half have gone by since that report, without 
progress.

The lack of progress on the border tax issue in the GATT discus 
sions is very well illustrated in a note issued in Brussels in February _27,
1970. by the Commission of the European Communities on the subject 
of the value added taxation system and border taxes. The note had this 
to say:

The added value tax (TVA) is sometimes referred to as a non-tariff barrier. 
A better understanding of how this tax works has helped to dispel misconceptions 
which have arisen on this account and which have wrongly led to the term 
"border tax," with the implication that the added-value tax has the same effect 
as a customs duty. It should be stressed that the TVA applies to domestic prod 
ucts in exactly the same way as to imported products as do the sales taxes of in 
dividual states in the United States or other taxes of the same type at the federal 
level.

After a presidential commitment, and with prolonged discussions 
through GATT, we have to date—in two and a half years—made no 
progress in reducing or eliminating this very substantial discrimina 
tion against our trade, or even in getting acknowledgement of it as a 
discrimination. The history of this border tax problem and the dis 
cussions concerning it very well illustrate the problems of negotiating 
this kind of barrier, and the need for a positive program as you 
suggested.

Despite a meeting called for the purpose of addressing the NTB 
problems, the GATT members have effectively sidetracked nontariff 
barriers for at least another year.

The CHAIRMAN. I agree with you about the lack of progress. Per-. 
haps we need to do as I suggested, and be prepared to extend the 
American selling price evaluation to all commodities. Of course, we 
would never put this into effect if the President found that these other 
type practices that we don't like, as they don't like the American sell 
ing price, are eliminated.

Mr. BYBANT. Your thought of extending the American selling price 
and giving us all the ammunition on our side would certainly help.

The CHAIRMAN. I want him to understand it and the State De 
triment stay out of it. I think if we should enact suc'h a provision 
e would get busy and the State Department would be sent home.
Mr. BRYANT. I think that is right.
The CHAIRMAN. I am going to talk to Secretary Stans about some 

of these when he comes here a week from Thursday about some of the 
practices that Japan uses to promote its export business and operate its 
business. I think we have made a mistake in thinking that the 
advantage is only with respect to the difference in wages.

Have any of you people in your organization made any studies of 
these practices pursued by Japan ?

I can also talk to him a little bit about some of them in the European 
market.

46-127 O—70—pt. 12———13
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It would be very interesting if you got any competition anywhere in 
the world from Japanese-made chemicals to understand exactly why 
they have so much advantage over you. It is not althogether with 
respect to wage costs.

Any of your companies that belong to your organization operating 
on the basis of 80-percent borrowed money and 20-percent equity ?

Mr. BRYANT. No; and that is one factor.
The CHAIRMAN. Would that not be a great advantage to your if 

you could operate that way ?
Mr. BRYANT. Yes, sir; where we worried about liquidity, it would. 

It would be a great advantage.
The CHAIRMAN. What if you could build a plant in the United 

States with only 5 percent downpayment and the Government would 
lend you 85 percent provided you borrow about 10 percent from the 
banks of the country at a subsidized rate of interest ? Would that be 
an attraction to you ?

Mr. BRYANT. Yes, sir; I would hope that my company would be 
first in line.

The CHAIRMAN. Would you be able to lower your costs ?
Mr. BRYANT. Yes, sir; and therefore we would be able to compete 

more abroad.
The CHAIRMAN. If you were given a rebate of some portion of the 

tax that is attributable to income accruing from exports, would that 
be of advantage to you ?

Mr. BRYANT. Yes, sir.
The CHAIRMAN. It would not make much difference what the per 

cent was so long as you got some credit against the tax; it would be 
some advantage, would it not ?

Mr. BRYANT. Yes, sir.
The CHAIRMAN. The more you got, the more advantage it would be.
Now, these are not tariff matters I am talking about.
Mr. BRYANT. This is correct. This is why we in the chemical indus 

try are trying to get the message across to the government, that it is 
the nontariff barriers that really are controlling our ability to com 
pete in the export market.

The CHAIRMAN. Do any of the countries deny the importation of 
any of your exports into their country for reasons of health, safety 
and so forth ?

Mr. CHRISTOPHER. Yes, sir; there are some in the pharmaceutical 
area specifically.

The CHAIRMAN. Are they permitted to be used in the United States, 
these same pharmaceuticals ? Can we use them in the United States ?

Mr. CHRISTOPHER. The standards are different and because of dif 
ferences in standards this affects trade.

Yes; the standards in the United States are different from the 
standards in the Benelux countries.

The CHAIRMAN. Are those countries in the Benelux countries so 
drawn as to exclude anything made under U.S. standards?

Mr. CHRISTOPHER. I cannot testify that they were drawn for that 
purpose but they have that effect.

The CHAIRMAN. That is the effect ?
Mr. CHRISTOPHER. That is the effect.
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Increasingly, standards will be a very substantial nontariff barrier 

to our trade. This is one of the big areas of future problems for 
American industry.

The CHAIRMAN. Can you ship pesticides anywhere in the world 
that you produce here? Are you permitted to doit ?

Mr. BRYANT. Yes.
The CHAIRMAN. No prohibition ?
Mr. CHRISTOPHER. We only have to meet standards overseas but 

wego through the necessary procedures.
The CHAIRMAN. They are different standards ?
Mr. CHRISTOPHER. Yes.
The CHAIRMAN. Anything coming into the United States, of course, 

has to meet our standards so we have no grounds for complaint there 
but they do have different standards, and that is an impediment, is it 
not?

Mr. CHRISTOPHER. Yes; it can be an impediment to our trade and 
operates that way.

The CHAIRMAN. Are there any other questions ?
Thank you.
Mr. Watts.
Mr. WATTS. Following what the chairman says, I believe you stated 

that you had to change your formula maybe or change something 
in order to export it into certain countries.

The CHAIRMAN. On pharmaceuticals he is talking about.
Mr. WATT. To meet their standards.
Mr. CHRISTOPHER. It would have to meet their standards.
Mr. WATTS. That would be a change from our standards used in 

the United States?
Mr. CHRISTOPHER. Yes.
Mr. WATTS. You would have to make that change in your factory ?
Mr. CHRISTOPHER. Yes.
Mr. WATTS. And that adds to the cost, does it not ?
Mr. BRYANT. It likely would; yes, sir.
Mr. WATTS. It would appear to me on the whole subject of trade that 

our State Department has given away all of our outer clothes and that 
you people who are appearing here are trying to save our underclothes 
for us. Is that the way to express it ?

Mr. BRYANT. Yes, sir; and I think it is particularly regrettable, if 
I may add a comment, in that our traders had an opportunity to learn 
more of the facts of the chemical industry and just would never have a 
dialog with us in the course of the Kennedy round to get the facts.

I say this with authority because Mr. Christopher, himself, wag one 
of the several people accredited by the State Department to observe as 
industry representatives to Mr. Herter and Mr. Roth's commission. He 
spent many, many days in Geneva trying to establish such a dialog.

Mr. WATTS. It would not only appear you have been outtraded in 
the chemical field but it looks like from the testimony we have been 
hearing we have been outtraded in most all fields.

Mr. BRYANT. Congressman Watts, I must agree with you.
The CHAIRMAN. Well, there may be some things that are not competi 

tive. If we are buying bananas on the free list, I don't guess we hurt 
ourselves.
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Any further questions?
If not, we thank you gentlemen for coming to the committee.
If you have any material appended to your statement, that will be 

included in the record, also.
Without objection, the committee will recess until 2 o'clock today.
(Whereupon, at 12:25 p.m., the committee recessed, to reconvene at 

2 p.m. of the same day.)

AFTERNOON SESSION
Mr. BUBLESON (presiding). The first witness this afternoon is Mr. 

Robert B. Stobaugh, accompanied by Dr. Karl A. Hochschwender, 
representing the American Importers Association, Organic Chemicals 
Group.

Will you identify yourself and whom you represent for the record, 
please ?

STATEMENTS OF ROBERT B. STOBAUGH AND DR. KARL A. HOCH- 
SCHWENDER, CHAIRMAN, AMERICAN IMPORTERS ASSOCIA 
TION, ORGANIC CHEMICALS GROUP; ACCOMPANIED BY ALFRED 
R. McCAULEY, COUNSEL

Dr. HOCHSCHWENDER. Mr. Chairman and members of the committee:
I am Karl A. Hochschwender, chairman of the Organic Chemicals 

Group of the American Importers Association, Inc. I appear here to 
day in behalf of this group, whose members are importers of benzenoid 
chemicals. I am also vice president and a director of the American 
Importers Association and I am director of public relations for the 
American Hoechst Corp. of Bridgewater, N.J. With me here are Prof. 
Robert Stobaugh of the Harvard Business School, and counsel for the 
Organic Chemicals Group Alfred R. McCauley.

We appreciate the opportunity to appear once again before this 
committee to urge the Congress to implement the so-called "Second 
package," or "ASP package?" of the Kennedy round GATT agree 
ment. We urged favorable action in this matter when we appeared here 
2 years ago to endorse President Johnson's recommendation that the 
ASP provisions of U.S. tariff laws be repealed. We now endorse 
President Nixon's similar recommendation contained in his proposed 
trade legislation—H.R. 14870.

Our principal witness 2 years ago was Robert Stobaugh, a professor 
on the faculty of Harvard University's Graduate School of Business 
Administration. Professor Stobaugh, who is both an engineer and an 
economist with many years of business and academic experience in the 
chemical and oil industries, presented to this committee a study he made 
entitled "Effects of the Proposed ASP Package on U.S. Chemical 
Exports and Imports." Professor Stobaugh is here again today to 
discuss some of the predictions he made in his 1968 study and to other 
wise update his prior testimony before this committee. Before Professor 
Stobaugh speaks, I would like to make a few brief comments on matters 
outside the purview of his remarks.

When I testified before this committee 2 years ago, I drew attention 
to the unique business risks which the ASP system imposes on the
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importer and his customers. The situation has not improved since that 
time. In fact, it has, if anything, become even more unfavorable for 
the importer and his customers. In a recent decision the U.S. Customs 
Court (Aldrich Chemical Co. v. U.S.) held that American selling price 
valuation must be applied to an importation of an article where the 
domestic manufacturer—though incapable of delivering the goods 
or satisfying an order—names a price that he would charge were he 
able to sell the product. It is aberrations such as this which prompted 
the present U.S. Commissioner of Customs, Myles J. Ambrose, to make 
the following observations:

Of special interest to customs, this system of evaluation has added dispro 
portionately to our administrative burden; it has operated in a manner that 
makes it most difficult, if not impossible for the international traders in these 
commodities to know at the time of importation their duty liability; and it has 
generated a disproportionate expenditure of time and effort of customs officers 
and the trading community in general.

This inability to know the cost has acted as a barrier to trade in these com 
modities entirely independent of the actual duties involved.

In a period of widespread concern about inflation, it is particularly 
unfortunate that U.S. tariff laws should, in fact, promote inflation by 
encouraging domestic producers to raise prices which in turn forces 
an artificial cost increase on imported chemicals. Furthermore, in a 
large number of cases, only one U.S. manufacturer makes a given 
benzenoid product. In such instances, there is no competition among 
domestic manufacturers. This single producer is thus free to manip 
ulate prices. The ASP sanctuary enables him to shut off import com 
petition by whatever price manipulation is needed, thus perfecting 
his monopoly position. The importer is thereby presented with an 
often insurmountable handicap, leaving the domestic manufacturer 
with a monopoly in the U.S. market.

Finally, I would like to point out that the growing prospect of an 
affiliation between the United Kingdom and some of the other Euro 
pean Free Trade Association (EFTA) nations with the Common 
Market renders the ASP package even more attractive from the point 
of view of expanding U.S. chemical exports. The tariff rates which 
anply to chemicals in the EFTA countries, and particularly the United 
Kingdom, are, in general, somewhat higher than those of the Com 
mon Market. If and when these nations affiliate with the Common 
Market, they will eventually adopt the Common Market tariffs which, 
if the ASP package is implemented, will be lower than the tariffs of 
the EFTA nations.

I would like to turn the microphone over to Professor Stobaugh.
Mr. STOBAUGH. Mr. Chairman, members of the committee, approx 

imately 2 years ago, on July 1, 1968,1 had the privilege of appearing 
before this committee with an estimate of the effect that adoption of 
the ASP package would have on the volume of U.S. chemical exports 
and imports. Since that time export-import statistics for several addi 
tional years, including the first 2 years of operations under the Ken 
nedy round, have become available.

Today, I would like to compare the key forecasts in my 1968 report 
with the actual statistics pertaining to the latest 2 years for which 
statistics are available. Also, today, I would like to cite the key fore 
casts made by opponents of the Kennedy round and ASP package
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and compare their forecasts with actual results. I believe that these 
comparisons will give you a basis for judging my assumptions and 
estimating techniques as contrasted with those of the opponents of 
the Kennedy round and ASP package. Finally, today, I would like 
to recap for you the most important conclusions in my 1968 renort 
because a thorough review of this subject indicates to me that these 
conclusions are still valid. For your convenience I would like to have 
two new tables plus my 1968 report placed in the record at the end 
of this statement.

Mr. BUKLESON. Without objection, it is so ordered.
Mr. STOBATTGH. Thank you.
To compare mv earlier forecasts with actual results is the first busi 

ness at hand. You might recall that my 1968 report contained fore 
casts of the results in 1972 if the ASP package were not approved. 
From these forecasts I have derived implicit estimates for intermedi 
ate years. I now would like to compare for you the derived forecasts 
for the most important variables for 1968 and 1969 with the actual 
statistics for these years. In each case I will use the latest year for 
which statistics are available.

I estimated that U.S. production of benzenoids would continue to 
increase; and, indeed, it has. Production in 1969 reached an all-time 
high of $8.4 billion, or 9 percent higher than I forecast. Further, as 
I predicted, imports of benzenoids continued to increase, reaching 
$107 million in 1968, or 7 percent less than my forecast. In the con 
text of the whole, total benzenoid imports were still less than 2 per 
cent of U.S. benzenoid consumption.

While it is clear that such a low level of imports has not damaged 
the U.S. benzenoid industry as a whole, it is vital to examine each 
sector of this industry in order to determine whether any has experi 
enced damage. Such an examination reveals that imports represent 
a greater percenta<*e of consumption in dyes than in any other sector. 
I predicted that U.S. imports of dyes would continue to rise and 
would reach $35 million in 1968; the actual fi.<mre was $34 million, 
or 3 percent less than the estimate. U.S. production of dyes continued 
to increase, in line with my forecast, reaching $390 million in 1968, 
or 4 percent higher than my estimate of $374 million. These com 
parisons of my estimates versus the actuals are shown in table 1.

In conclusion, there has been continual growth both in U.S. pro 
duction and imports of benzenoids. Importation of dyes is especially 
important, but even in dyes U.S. production has continued to expand, 
and imnorts are still less than 10 percent of U.S. production.

Turning now to mv estimates of U.S. export increases, you will 
recall that the U.S. chemical exports to be affected by adoption of the 
A'SP package are exports going primarily to the European Economic 
Community nations and the United Kingdom. I have not considered 
any increase in exports of certain chemicals to Austria and the Scan- 
danavian countries which also are affected, as these are relatively 
small compared with exports to the European Economic Community 
and the United Kingdom, so my estimates of increased exports are on 
the conservative side. In 1966, the last year for which data were avail 
able when I wrote my 1968 report, U.S. chemical exports to the Euro 
pean Economic Community and to the United Kingdom were $769
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million; by 1969 they had reached $999 million, a figure very close 
to my estimate of $995 million. Further, I predicted that much of 
the export gain would be in newer product categories and in products 
made by continuous-process, large-scale plants; I specifically men 
tioned plastics, organic chemicals, and the "all other" category of 
chemicals. Increased exports of these three categories accounted for 
almost two-thirds of the total increase in chemical exports, $146 mil 
lion out of the $230 million total increase.

From this evidence it appears that all of these key estimates were 
reasonably accurate, in that all pointed in the correct direction and all 
were within 10 percent of the actuals. The only error consisted in 
understating the desirable effects of the Kennedy round unconditional 
tariff cuts: imports did not grow to the extent I predicted, while pro 
duction and exports grew more than forecast.

In the second part of my testimony, I would like to compare the 
key predictions of the opponents of the Kennedy round and ASP 
package with what actually resulted after they made their predic 
tions. I do this with some reluctance because I dislike pointing out 
how far some of my friends in the domestic industry missed their 
predictions; but, as you might recall, the Honorable Thomas Curtis, 
then a member of your committee, requested that attempts be made 
to compare estimates "from different sources in order to aid the com 
mittee in its study of the problems.

The most serious charge of the opponents of the Kennedy Round 
Agreement and the ASP package was that the Kennedy round cuts 
would threaten the health and growth of the U.S. chemical industry 
and that existing investments in benzenoid production facilities had 
been placed in jeopardy. This is in stark contrast to what actually 
happened. In 1968 and 1969, the first 2 years under the Kennedy 
Bound Agreement, the output of the domestic benzenoid industry in 
creased more than in the last 2 years prior to this agreement. As you 
might expect, employment and company profits in the chemical in 
dustry showed similar patterns—both rose more in the first 2 years 
under the Kennedy agreement than they had risen in the 2 years prior 
to the agreement.1 Even in the dye sector domestic production has 
risen substantially since the Kennedy round went into effect. Note 
that opponents of the Kennedy round had predicted that domestic 
dye production would level off and eventually decline.

The other important prediction of the opponents of the Kennedy 
Round Agreement was that the foreign trade surplus of the U.S. 
chemical industry would decline, reaching a new low every year and 
changing to a deficit by 1975. Underlining this prediction was the 
belief that exports would decline because the exports markets already 
had been lost. You can see that these predictions are diametrically op 
posite to my prediction of a continued increase in chemical exports. 
The actual export results of the first 2 years under the Kennedy Round 
Agreement have been little short of spectacular—there was a $508 mil 
lion increase in our chemical exports, or over four times the increase in 
chemical imports; as a result the increase in the net chemical trade 
balance was 22 percent. This trend continued even more strongly in

1 U.S. Department of Commerce, U.S. Industrial Outlook 1970, ch. 15.
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the first quarter of 1970. What is more, this amazing show of com 
petitive strength on the part of the U.S. chemical industry took place 
during a time of relatively high inflation in the United States.

For your convenience, these anti-Kennedy-round predictions to 
gether with my predictions and the actual results are summarized in 
table 2.

From these data I conclude that the opponents of the Kennedy 
round and ASP package not only missed their predictions bv a wide 
mark but also failed to forecast even the direction in which the 
variables would move. It is significant that in each case they forecast 
dire consequences that did not take place.

Why, you may well ask, did a number of U.S. chemical companies 
oppose the Kennedy Round Agreement and the ASP package? 
Frankly, I will have to admit that I do not know the answer. I am 
puzzled bv their contradictory stand that lower foreign tariffs will not 
increase U.S. exports,1 although they agree that lower feedstock costs 
will increase U.S. exports. 2 These obviouslv are inconsistent stands, for 
both lower foreign tariffs and lower feedstock costs would result in 
lower delivered costs to foreign customers and, as a result, would in 
crease U.S. exports. I was consistent in this respect both in the ASP 
package study presented to you and in the petrochemical study that I 
did for the Cabinet Task Force on Oil Import Control.3

Now I would like to turn to the third part of my testimony—that 
is, a presentation of the major conclusions of my ASP study as car 
ried out in 1968 and since reviewed in light of subsequent data. My 
first major conclusion is that adoption of the ASP package would 
result in an increase of approximately $110 million in the U.S. net 
trade balance in chemicals in 1972. This is the base year for which the 
effects of the ASP package are estimated; a larger net trade balance 
would be expected for subsequent years. This $110 million would 
result from increases in chemical exports of about $130 million and 
increases in chemical imports of about $20 million. In order to arrive 
at this final estimate it was necessary to make estimates of certain key 
variables. Among these may be mentioned the various trade flows that 
prevailed before tariff changes were proposed; the change in average 
U.S. tariff rates on benzenoids as a result of adoption of the ASP 
package; the effect of tariff changes on exports and imports; and, 
finally, the effect of removal of the U.S. importers' uncertainties which 
now result from the "American selling price" method of valuation.

The estimates of these key variables are based upon a combination 
of previous empirical studies, standard methods of market forecast 
ing, and my judgment. Since it is not possible to be sure that any one 
estimate is correct for any variable, I varied these estimates over a 
wide range in order to determine a probable range within which the 
increase in net trade balance in chemicals would fall in 1972. With

1 Foreign Trade and Tariff Proposals, hearings before the Committee on Ways and Means, House of Representatives, 90th Congress, 2d sess., on tariff and trade proposals 
(Washington: U.S. Government Printine Office, 1968), pp. 1187, 4497, 4601. "MCA (Manufacturing Chemists' Association) Position on the Kenne" ~Round Agreement, theSupplemental Agreement Relating Principally to Chemicals, and Proposed Trade Policy Legislation," p. 5.

3 Ibid., 4603. "Statement of the Manufacturing Chemists' Association in Connection With the Oversight Review of U.S. Trade Policy by the Senate Finance Committee," p. 10.
3 'The U.S. Oil Import Program and the Petrochemical Industry," December 1969 (mimeographed).
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respect to these multiple calculations, the lowest estimate of increase 
in the U.S. net trade balance is $67 million and the highest estimate 
$155 million, compared with the best estimate of $110 million. An 
important finding emerges here. Under any of my estimates of the 
key variables, the increase in U.S. exports promises to exceed substan 
tially any increase in imports.

My second major conclusion is that the United States will continue 
to be a major exporter of chemicals in spite of the much higher wages 
paid in the U.S. chemical industry than in the chemical industries 
abroad. A number of international trade studies provide evidence 
indicating that unit wage rates are not an important determinant of 
chemical exports. These same studies indicate that new product de 
velopment expenditures, resulting from a large domestic market, are 
much more important in explaining chemical exports than are unit 
wage rates.

Increases in exports resulting from the adoption of the ASP pack 
age would come in two major categories: (a) New products; and (b) 
those products made by continuous-process, large-scale plants. Many 
of the new products are engendered first in the United States because 
of the development activity which results from the large internal mar 
ket. Although plants for the manufacture of any new product of major 
commercial importance will eventually be built in the European eco 
nomic community and the United Kingdom, lower foreign tariffs 
would delay the construction of the plants abroad and contribute to 
the increase in U.S. exports. Certain plastics fit this description, for 
example, along with some new products which have not yet been com 
mercialized but which will appear in the basket categories of tariff 
schedules.

In the second major category—chemicals that are made in continu 
ous-process, large-scale plants—the sizable market of the United States 
enables very large plants to be built here, resulting in low-unit manu 
facturing costs. Very often the output from one such plant represents 
a substantial portion of the requirements of a product for a given 
foreign country. Even after a foreign country begins turning out a 
certain product, that country in subsequent years sometimes has a 
shortage while additional new capacity is being added. For example, a 
single foreign country might consume 100 million pounds of product 
annually and have one plant of 100 million pounds annual capacity. 
As the consumption of the product increases in this foreign country, 
the manufacturer there might wait until total consumption is 160 mil 
lion pounds annually before adding another plant (given that a ca 
pacity of 100 million pounds is the minimum efficient size). Thus, over 
a period of several years the imports would increase from zero up to 
60 million pounds and then fall back to zero as the new plant is com 
pleted. Plants in the United States are playing a major role in supply 
ing such countries with the chemicals they need to fill this gap between 
capacity and consumption. At the same time, lower foreign tariffs 
would increase this type of export by delaying the construction of 
additional plants abroad. Even relatively large-market countries such 
as Germany use this type of export from the United States. For exam 
ple, Germany has produced styrene monomer since 1931 but had a 
temporary shortage in 1964 and 1965 while a new plant was being built
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there. During these two years U.S. companies exported almost $10 
million yearly of this product to Germany.

The third major conclusion is that adoption of the ASP package 
•would increase U.S. chemical imports because of two factors. The first 
of these factors is a decrease in tariffs on a few nonbenzenoid chem 
icals ; such decreases would be expected to increase imports by about 
$3 million yearly. However, in the case of benzenoids, which is the 
product category affected by the American selling price method of 
valuation, I estimate that the change in average tariff levels, when 
weighted by trade flows, would be negligible so far as adoption of the 
ASP package is concerned. The converted tariff rates based on U.S. 
Tariff Commission calculations are intended to provide the same reve 
nue as the unconverted rates used with the ASP method of valuation. 
True, a number of the peaks and valleys in the tariff schedule would 
be smoothed by adoption of the ASP package. This smoothing would 
result in lower tariffs in a number of cases, as well as higher tariffs in 
other cases. Nevertheless, in a detailed check, I did not find any sys 
tematic bias toward either lower or higher equivalent tariffs. A close 
examination of the dye category, for example, showed that because of 
the much larger quantity of imports at the lower duty levels which 
would be raised by adoption of the ASP package, there would be on 
the average a slightly higher weighted-average duty on dyes.

The second factor increasing U.S. imports and related to adoption 
of the ASP package would be the removal of the present uncertainty 
caused by basing United States duty on the American selling price 
rather than on the export value in the exporting country as is done 
with other products. This ASP method results in uncertainty for the 
U.S. importer, in that the American selling price for an individual 
item can change any time, and the U.S. importer is never certain what 
the duty will be until the goods have been valued by the U.S. customs. 
Eempval of the uncertainty in the tariff valuation process would, ac 
cording to my projections, result in an increase of approximately $17 
million in U.S. imports. This $17 million figure when added to the 
previously mentioned $3 million leads to an estimate of $20 million 
for the increase in U.'S. imports for 1972.

My fourth major conclusion is that adoption of the ASP package 
would have a relatively minor effect oh the U.S. benzenoid industry. 
Total benzenoid imports in 1972 are expected to be less than 3 percent 
of the total value of benzenoid production in the United States. The in 
crease in benzenoid imports brought about by the adoption of the ASP 
package would likely be less than 0.2 percent of the total U.S. produc 
tion of benzenoids in 1972. Production in each major segment of the 
benzenoid industry is expected to show substantial growth between now 
and 1972; the value of total production of U.S. benzenoids is predicted 
to reach $10 billion in 1972—compared with $7 billion in 1967, the last 
year before the Kennedy round tariff cuts started to take effect.

My fifth major conclusion is that, on the average, a 30-percent 
U.S. tariff for dyes would be greater than the difference in manu 
facturing costs between Germany and the United States. A com 
parison of the cost of manufacturing dyes in the United States 
with the cost of manufacturing dyes in Germany was included in 
the study because of the concern about foreign competition in this
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category and because of my estimates that dye imports would be 
a higher percentage of U.S. production than would be the case in other 
benzenoid product categories. Germany, the world's largest exporter of 
dyes, was selected for this comparison; this comparison indicates that 
on the average German costs would be at least 83 percent of U.S. costs. 
If a 30-percent tariff and a 5-percent freight cost are added to the 
German costs, then the result would be landed cost for German dyes 
equal to 112 percent of the cost of U.S. dyes. Of course, because all 
operations are not average, the United States imported $34 million of 
dyes in 1968, many of which did not compete with U.S.-produced dyes. 
This quantity of imports compares with $390 million of U.S. dye 
production.

The wages of production workers are a slightly higher percentage 
of value added by manufacture in the dye category than in a number 
of other chemicals—24 percent for dyes versus 20 percent for the 
intermediate coal-tar product category as a whole, for example. Never 
theless, the European export strength in dyes seems to result from 
technical superiority rather than low wages. Chemical industry for 
eign investment often results from technical know-how owned by the 
investing firm, and the Europeans own proportionately more dye man 
ufacturing facilities in the United States than they do facilities to 
manufacture other chemical products.

My sixth, and last, major conclusion is that adoption of the ASP 
package would enable the Government to recover the practical ability 
to set tariffs on benzenoid products. At present, for practical purposes, 
the power to set effective tariffs rests with the U.S. producers in the 
case of products protected by the American selling price method of 
valuation. Once a tariff is set by law, the effective tariff rate is raised 
whenever the competitive situation allows the U.S. producers to in 
crease the price of the product. The protection of the consumer through 
the setting of effective tariffs by law is especially important in dyes 
because of the relatively low level of competition existing in this cate 
gory, where 50 percent of the individual dyes are made by only one 
U.S. producer and 85 percent by four or less U.S. producers.

This completes the third part of my testimony. In conclusion, it 
appears that my prior estimates were based on sound assumptions and 
methodology. Accordingly, I feel confident that adoption of the ASP 
package will improve the U.S. net trade balance in chemicals, most 
probably to the amount of $110 million annually by 1972.

This concludes my testimony, but I would be happy to answer any 
questions you might have.

(The 1968 report and tables referred to follow:)
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EFFECTS OF PROPOSED "ASP PACKAGE" ON 
UNITED STATES CHEMICAL EXPORTS AND IMPORTS

I. THE "ASP PACKAGE" IN BRIEF

During the recent Kennedy Round, all of the major industrial nations agreed to make 
substantial unconditional reductions in chemical tariffs. These reductions will be made gradu 
ally so that 1972 will be the first year for the United States for which the full tariff reduc 
tions will apply.

The United States negotiators agreed to submit to Congress a Supplemental Agree 
ment Relating Principally to Chemicals, known as the "ASP Package." 1 Under this Supple 
mental Agreement the United States would:

1. Eliminate the American Selling Price basis of customs valuation on benzenoid chemi 
cals;2 and

2. Reduce further the tariffs on selected non-benzenoid chemicals.

In exchange for these concessions the European Economic Community and the 
United Kingdom would reduce further their tariffs on most chemicals by approximately 
25% and make other nontariff concessions not related to chemicals. Further details of the 
Agreement are in Appendix A.

To assist Congress in deciding the merits of the proposed "ASP Package" legislation, 
this study has been prepared. In this study an estimate of the effects of the proposed ASP 
Package on United States chemical exports and imports is presented. Increases in United 
States exports of items other than chemicals are not considered.

The details of this agreement are contained in Agreement Relating Principally to Chemicals, Supplementary to the 
Geneva (1967) Protocol to the General Agreement on Tariffs and Trade, Geneva, 30 June, 1967.

More details of this valuation method and a definition of benzenoid chemicals are contained in U.S. Tariff Com 
mission publications, e.g., United States Tariff Commission, Products Subject to Duty on the American Selling Price Basis 
of Valuation: Conversion of Kates of Duty on Such Products to Rates Based on Values Determined by Conventional Valu 
ation Methods, TC Publication 181, Washington, D.C., July 1966.
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II. MAJOR CONCLUSIONS

1. Adoption of the ASP Package would result in an increase of approximately $110 
million in the United States net trade balance in chemicals in 1972. This would be a result of 
increases in chemicals exports of $130 million and chemical imports of $20 million. If 
key assumptions are varied other estimates can be obtained; however, under any set of rea 
sonable assumptions it is estimated that increased exports will substantially exceed increased 
imports. The lowest estimate of increase in net trade balance is $67 million and the highest 
estimate is $153 million, compared with the best estimate of $110 million.

2. The tariff reductions which would be made by the European Economic Community 
and the United Kingdom as a result of the ASP Package would increase United States ex 
ports primarily in the newer product categories, such as plastics and the "other chemicals" 
category, and in products made by continuous-process, large-scale plants. The United States 
will continue to be a major exporter of chemicals, even though the United States chemical 
industry pays much higher wages than do chemical industries abroad. Low wage rates are 
apparently a less significant aid to exports than is a large domestic market.

3. The change in average tariff levels in the United States would be negligible as a result 
of adoption of the ASP Package. The major effect on United States imports would be the re 
moval of the uncertainty now present because of the ASP method of tariff valuation, in 
which the duty is based on the "American Selling Price" rather than on "export value" in 
the exporting country. The ASP method results in uncertainty for the United States im 
porter since the American Selling Price for an individual item can change at any time, and, 
therefore, the importer is never certain what the duty will be until the goods have been 
valued by United States customs.

4. Regardless of whether the ASP Package is approved, continued growth in output 
is expected in all segments of the United States benzenoid chemical industry-the industry 
which would mainly be affected by increased imports as a result of adoption of the ASP 
Package. The average growth in production of benzenoid chemicals in the United States is ex 
pected to be 45% between 1965 and 1972.

5. Total imports of benzenoid chemicals into the United States in 1972 are estimated 
to be less than 3% of United States production of benzenoid chemicals, regardless of whether 
the ASP Package is approved.
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III. AN ESTIMATE OF THE EFFECTS OF THE ASP PACKAGE 
ON THE CHEMICAL TRADE BALANCE OF THE UNITED STATES

A. SUMMARY

It is estimated that adoption of the ASP Package would result in an increase of $110 
million in the net trade balance of the United States in chemicals for 1972.* Details of this 
estimate are shown below:

Effects on
U.S. Chemical Net Trade Balance 

($ Millions)

Negative Positive

Increase in United States chemical 
exports due to tariff reductions by 
European Economic Community and 
United Kingdom 130

Increase in United States chemical 
imports due to:

a. Net changes in average United States
tariffs on benzenoids 0

b. Removal of uncertainty on United 
States benzenoid tariffs because 
of elimination of the ASP valua 
tion method 17

c. United States tariff reductions
on non-benzenoids 3

Total increase in chemical im 
ports into the United States 20

Net increase in United States chemical trade balance 110 

A detailed discussion of these estimates follows.

Unless another source is given, all estimates in this study were made by the author.
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B. INCREASE IN UNITED STATES EXPORTS

In this section, United States exports to EEC and United Kingdom are projected to 
1972, 2 first without allowing for any tariff cuts, then allowing for the Kennedy Round un 
conditional reductions, and finally for the reductions which would result with the ASP Pack 
age. Next, the product categories in which exports will be important are discussed.

i
1. Estimate of Exports in 1972

Data on United States chemical exports to the EEC and United Kingdom for the past 
ten years are presented in Table 1. United States chemical exports to the EEC and United 
Kingdom have grown at an average yearly rate of 12.2% during this period. 3 A continuation 
of this growth rate between 1966 and 1972 would result in total chemical exports to EEC/UK 
in 1972 of $ 1.5 billion. However, a figure of $ 1.2 billion is used so that the estimate of the 
effects of adoption of the ASP Package will be on a conservative basis; effects of variation in 
this value are shown in Appendix B.

TABLE 1
EXPORTS OF CHEMICALS FROM THE UNITED STATES TO 

EUROPEAN ECONOMIC COMMUNITY AND UNITED KINGDOM, 1957-1966 
Year $ millions
1957 268
1958 303
1959 346
1960 467
1961 471
1962 477
1963 527
1964 689
1965 716
1966 769

Source: Summed from data in Bureau of the Census, Exports of U.S. Merchandise, Country by Com 
modity.

Notes:
1. U.S. export data for chemicals were reported for Group 8 for 1962 and before. For 1963 the categories 

were changed so that SITC 5 has been used for chemicals in 1963 and all later years.

2. United Nations commodity trade reports for 1962 indicate that U.S. exports of SITC 5 to EEC/UK totaled 
$508 million or 6%% greater than the $477 million shown above for Group 8 exports; however, such reports 
were not available to allow a similar comparison for 1957-59. If the assumption were made that the SITC 5 
exports were 6%% higher than Group 8 exports for 1957-59 then the growth rate from 1957-59 to 1966 
would become 11.2% rather than 12.2%. This change would not affect the outcome of the study since pro 
jected growth rate of only 7.4% was used as the "best estimate."

search,"

this subject is presented in Appendix B.
The years 1957-1959 were chosen as a three-year base because these are the years used as base years in the latest 

United States Tariff Commission Report on Synthetic Organic Chemicals, United States Production and Sales. Use of other 
three-year bases would not invalidate the basic conclusions reached in this study.
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The next step is to determine the effects of the Kennedy Round unconditional tariff 
cuts on the expected export flow of $ 1.2 billion from the United States to the EEC/UK in 
1972. Because of the large number of individual chemical commodities in question, some of 
which are not yet in existence but which will be by 1972, it is necessary to estimate the 
effect of tariff cuts on an aggregate basis. Detailed studies have been made showing the effect 
of tariff reductions on aggregated groups of products. A review of these studies reveals that a 
tariff decrease equivalent to 1 % of the combined value of the goods and tariff results in an 
increase in trade flow in chemicals of about 2.5 to 5%. For this study, an intermediate figure 
of 3.5% is used (this figure will be referred to as a "tariff elasticity").4 -Effects of variation 
in this value are shown in Appendix B. The use of this tariff elasticity results in an estimate 
that United States chemical exports to the EEC/UK in 1972 will be $ 110 million higher as a 
result of the unconditional tariff reductions to which the EEC/UK agreed as part of the 
Kennedy Round.

A similar calculation for the ASP Package results in an estimate that adoption of this 
ASP Package will result in an increase of $132 million in United States chemical exports (in 
addition to the $ 110 million increase mentioned above). Details of the method of calculating 
these results are presented in Appendix B.

In order to determine a probable range for this value, subjective estimates were made 
of the effects of variations in key variables. Over 70% of the resulting estimates lie between 
$99 million and $165 million. The average is $132 million. If these numbers are rounded, it 
seems reasonable to conclude that United States chemical exports will increase by $100-$ 160 
million if the ASP Package is adopted, with a best estimate being $ 130 million.

This increase in United States exports plus the increase due to the Kennedy Round 
unconditional reductions, when added to the export flow of $1.2 billion expected without 
any tariff reductions, would result in total chemical exports to EEC/UK of less than $1.5 bil 
lion in 1972. Therefore, the total United States chemical exports to the EEC/UK would be 
less than 3% of either the combined EEC/UK chemical market or of United States chemical 
production.5 It is believed that such a small percentage would not meet either a supply or 
demand bottleneck.

2. Product Categories for Which Exports Will Be Important

United States exports of chemicals to the EEC/UK can be classified into two types: 
(1) New or moderately new products and (2) large-volume "mature" products. United States 
exports of these two types of products to the EEC/UK are important now and are expected 
to be increased as a result of lower EEC/UK tariffs brought about by approval of the ASP 
Package. Examples of exports of new or moderately new products are plastics (SITC 581) 
and products in the "all other" category (SITC 599). Examples of exports of large-volume 
products are organic chemicals (SITC 512). United States exports of these three categories 
(SITC 581, 599, and 512) accounted for 70% of the total chemical exports to the EEC/UK 
in 1966 (Table 2).

*This question is discussed in more detail in Appendix B and a number of studies are referenced.
5 It is estimated that the EEC/UK combined chemical market will approximate $50 billion in 1972 and United 

States output will exceed this.
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TABLE 2
CATEGORIES OF CHEMICALS EXPORTED FROM UNITED STATES TO EUROPEAN 

ECONOMIC COMMUNITY AND UNITED KINGDOM, 1965-1966

Value of exports, 
SITC No. Description $ millions

1965 1966

512 Organic chemicals 282 270

513 Inorganic chemicals 31 36
514 • Other inorganic chemicals 22 22
515 Radioactive and associated materials 37 51

521 Mineral tar and crude chemicals 11 12

531 Synthetic organic dyestuffs 7 8
532 Dyeing and tanning extracts - -
533 Pigments, paints, and varnishes 9 12

541 Medicinal and pharmaceutical products 48 50

551 Essential oils, perfume and flavor materials 12 12
553 Perfumery and cosmetics 3 5
554 Soaps, cleansing and polishing preparations 14 16

561 Fertilizers 5 4

571 Explosives and pyrotechnic products 3 2

581 Plastic materials 143 166

599 Other chemical materials and products 89 103

TOTAL 716 769 

Source: Bureau of the Census, Exports of U.S. Merchandise, Country by Commodity

Note: Organic chemicals (SITC S12), plastic materials (SITC 5811, and other materials and products (SITC 5991 as a 
share of total = 70% in 1966.

a. NEW PRODUCTS

This expectation of growth of United States exports of newer products is consistent 
with various recent studies. These recent studies indicate that new-product-oriented research 
and development efforts attracted by a large domestic market have a more important effect 
on exports than do unit wage rates. The plants to produce new products are built in a country 
with a large market, presumably in order to minimize the problem of communications be 
tween the market and the production facility, and to reduce the risk inherent in crossing 
national boundaries with a large percentage of the plant output.

6-127 O - 70 - pt. 12 - 14
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As the home market expands, larger plants are built and lower unit costs of produc 
tion result. 6 Also, production costs are lowered because the operations are made more 
efficient as the firm gains experience. 7 Thus, a large-market country initially producing a 
product can have a trade advantage in this product for a considerable period of time.

As the domestic market 8 of the United States is more than five times as large as that 
of the largest-market country in the EEC and about l'/2 times as large as the domestic mar 
kets of all EEC countries combined, it is reasonable to expect that the United States will be 
a major exporter of new products. The lower tariffs in the EEC/UK, especially in the "basket" 
or "all other" categories, which would result from adoption of the ASP Package would in 
crease United States exports of newer products by delaying the construction of manufactur 
ing plants abroad.

Because of the importance of this idea that large domestic markets with resultant re 
search and development is much more important in determining international trade than are 
unit wage rates, the results of five recent studies are reviewed. Two of these are studies of 
trade in plastics. Hufbauer shows that the combination of large market and early date of 
initial production played the major role in explaining exports of plastics; wages were not 
found to be an important explanatory variable. 9 Freeman shows that technical progress ex 
plained exports in plastics, and that the major exporting countries did not have input-cost 
advantages over other countries. 10

Two studies of organic chemicals lend further support to this view. Results of one 
study suggest that exports of United States chemicals are continually shifting to new prod 
ucts 1 J (although exports of older, large-volume products continue to be important on an 
absolute basis, as will be discussed below. Results of another study indicate that countries 
with large markets began production of individual products before countries with small 
markets. Unit wage rates were found not to be an important variable in explaining when 
countries began production of a product. 12

A fifth study that presents results consistent with this view is the study by Gruber, 
Mehta, and Vernon. 13 This study shows that the five United States industries that account

A well-known rule in the chemical industry is the "0.6 rule" which indicates that a plant of twice the output of a 
smaller plant will cost only (2)0.6 or about 1.5 times as much to build. The drop in costs as industry output increases is dis 
cussed in my "Why Do Prices Drop?" Chemical Engineering Progress, December 1964, pp. 13-17. This article gives illus 
trations of a number of price drops in individual chemicals.

W.B. Hirschmann, "Profit From the Learning Curve," Harvard Business Review, Vol. 42, January-February 1964, 
p. 125.

Measured in terms of Gross National Product, see Table C-2.
G.C. Hufbauer, Synthetic Materials and the Theory of International Trade, Cambridge, Harvard University Press, 

1966.
C. Freeman, "The Plastics Industry, A Comparative Study of Research and Innovation," National Institute 

Economic Review, No. 26 (November 1965), pp. 40-91.
See my "Systematic Bias and the Terms of Trade," The Review of Economics and Statistics, XLIX (November 

1967), p. 617.

Results of this research by me are scheduled for publication under the tentative title, The Product Life Cycle and 
International Investment.

William Gruber, Dileep Mehta, and Raymond Vernon, "The R & D Factor in International Trade and Inter 
national Investment of United States Industries," Journal of Political Economy, LXXV, February 1967, pp. 20-37.
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for the United States trade surplus spend relatively more on research and development than 
do the fourteen other major United States industries. The chemical industry is one of these 
five "export industries," and ranked second among all industries in net trade balance in 1966. 
Further details of this study are presented in Appendix C along with further indications that 
the size of a country's domestic market rather than low unit wage rates is an important de 
terminant of exports in chemicals.

b. MATURE PRODUCTS

It was previously mentioned that United States exports to the EEC/UK of mature 
products, 14 such as certain organic chemicals, are important and are expected to be so in the 
future. Because this fact apparently has not been widely recognized, it is discussed in more 
detail below.

Results of a study indicated that over half of United States exports of the mature 
products covered in the study were to countries that already produced the products: much 
of these exports were to the EEC/UK.15 In my opinion, a major reason for such United 
States exports is that additional capacity for the manufacture of a chemical usually can 
only be added economically in large blocks. 16 Consumption, however, progresses relatively 
smoothly, so there are alternating periods of "excess" and "shortage" (Figure 1). The United 
States plays an important role in providing other countries with chemicals when these other 
countries are experiencing shortages and are operating plants at inefficiently high levels. 
During this stage lower foreign tariffs enable United States exports to compete better with 
the high marginal costs of the marginal foreign producer and to delay the construction of new 
capacity. (Similarly, lower United States tariffs during this stage would enable the United 
States economy to obtain sufficient product without paying the high cost of keeping United 
States plants operating at inefficiently high levels.)

An example is the case of exports of United States styrene monomer to Germany 
(styrene monomer is a benzenoid intermediate). These exports were negligible for 1963 and 
then increased sharply to almost $10 million yearly in 1964 and 196S and then fell sharply 
in 1966 as new plant capacity came onstream in Germany. Germany started production of 
styrene monomer in 1931, some four years before production began in the United States.

Another case is the large United States styrene monomer exports to the Netherlands. 
Exports of styrene monomer to the Netherlands were $ 13 million in 1966 and have averaged 
$11 million annually for the past three years. A very high tariff on styrene monomer could 
have resulted in a plant's being built in the Netherlands several years ago. Thus, this change 
in exports in one commodity to one country could amount to more than $ 10 million yearly

^n this context, a mature product is one that has reached an advanced stage of its product life cycle. Market con 
ditions are characterized by relatively low annual percentage increases in consumption, with prices considerably lower than 
during the earlier years of the product life cycle. For further details see my "Chemical Marketing Research," he. cit. 

15These results were presented in a talk delivered by me to a national meeting of the American Institute of Chemi 
cal Engineers, New York, November 27, 1967. The results are scheduled for publication under the tentative title, The 
Product Life Cycle and International Investment.

16For most large-volume organic chemicals and plastics the minimum economical plant size is continually getting 
larger. As a result, lower or stable prices tend to result in spite of rising costs of hourly wage rates.
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for several years. If this is multiplied by a number of commodities and a number of countries, 
it is reasonable to believe that the estimate of increased United States exports of $ 130 
million due to adoption of the ASP Package could be obtained by reductions in tariff levels.

Apparently, the fact that the United States exports mature products to countries al 
ready producing these products has not been widely recognized. As shown in Table 3, the 
overlooking of this source of export demand by United States companies was one of the fac 
tors which resulted, in some cases, in refusal to sell to export customers, allocation of sup 
plies to domestic customers, and higher domestic prices.

TABLE 3
EXAMPLES OF UNDERESTIMATION OF EXPORT 

MARKET BY UNITED STATES COMPANIES

I. METHANOL

PREDICTION

"... by 1965 exports will probably plummet to about seven million gallons/year. Reasons: 
(1) foreign plants are being built; (2) mounting tariffs." (Chemical Week, July 1,1961, p. 56.)

FACT

United States methanol exports were 29 million gallons in 1965. Approximately seven million 
gallons went to countries that do not manufacture methanol; 22 million gallons went to coun 
tries that do manufacture methanol.

TIGHT SUPPLY CONDITIONS

"Methanol is now in critically short supply. Producers have de-bottlenecked plants and made 
incremental expansions, but still export business has to be turned down and domestic buyers are 
on allocation." (Oil, Paint & Drug Reporter, January 17, 1966, p. 31.)

II. STYRENE MONOMER

PREDICTION

"Most producers feel that 1959 will be the peak export year—but that after this year, monomer 
plants overseas will cut sharply into exports." (Oil, Paint & Drug Reporter, February 9,1959, 
P. 45.)

FACT

Export quantity and value have been greater than 1959 in every year since then, and 1966 
exports were over four times as large as those in 1959.

TIGHT SUPPLY CONDITIONS

"If the recent growth rate holds, shortages will exist in a few months, and obsolete capacity- 
now on standby—will be needed to fill the gap." ("Styrene Monomer Prices will Be Hiked lilb. 
Next Month," Chemical Week, March 12,1966, p. 62.)
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TABLE 3 (Continued)
EXAMPLES OF UNDERESTIMATION OF EXPORT 

MARKET BY UNITED STATES COMPANIES

III. ACRYLONITRILE 

PREDICTION

"Assuming an export market of 40 million pounds in 1965,400 million pounds should be con 
sumed. Should overseas units operate sooner, exports could shrink further." (Oil, Paint and 
Drug Reporter, December 31, 1962, p. 9.)

FACT

In 1965 exports exceeded 175 million pounds; in the United States over 700 million pounds of 
aery Ion itrile were produced.

TIGHT SUPPLY CONDITIONS

"The United States acrylo supply has been tight for the past year primarily because of export 
demand."(Chemical Week, February 20,1965, p. 23.)

C. INCREASE IN UNITED STATES IMPORTS

The effects of changes in levels of United States imports which would be caused by 
adoption of the ASP Package are of two types:

1. Those caused by changes in tariff levels.

2. Those caused by removal of uncertainty due to removal of ASP method of tariff 
valuation.

1. Result of Lower Tariffs

On most imports, the United States tariff duties for an imported article are calculated 
on the basis of wholesale price in an arm's-length transaction in the country of export-known 
in customs parlance as "export value." On imported benzenoid chemicals subject to the ASP 
method, however, a customs official must determine their price in the United States market 
and then assess their tariff on the basis of that price rather than on their "export value." 17 
Benzenoids whose American Selling Price is much greater than their normal "export value" 
thus receive a higher degree of tariff protection than indicated by nominal tariff rates.

In eliminating the ASP basis of customs valuation it is not intended that the average 
duties collected would be either increased or decreased. The rates currently based on ASP

mission publications, e.g., United States Tariff Commission, Products Subject to Duty on the American Selling Price Basis 
of Valuation: Conversion of Rates of Duty on Such Products to Rates Based on Values Determined by Conventional Valua 
tion Methods, TC Publication 181, Washington, D.C., July 1966.
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would be changed to "converted rates" calculated by the United States Tariff Commission. 
These "converted rates," when applied to the imported value by the conventional method of 
tariff valuation, would yield a tariff revenue approximately equal to that realized by apply 
ing current United States rates to the ASP value. Rather than reducing TSUS rates by ap 
proximately 50% as was agreed in the first part of the Kennedy Round, the United States 
under the ASP Package would reduce these "converted rates" by approximately 50%; how 
ever, not all "converted rates" would be reduced approximately 50% because certain of the 
peaks and valleys of the tariff schedule would be smoothed by the application of flat rates 
to broad categories of items.

A detailed examination of rates which would be in effect as a result of the uncon 
ditional tariff cuts of the Kennedy Round 18 revealed that when the "converted rates" 19 
are taken into account, there is no evidence of any systematic bias toward either higher or 
lower equivalent rates as a result of adoption of the ASP Package. Rather, it revealed that 
generally the tariff revenue which would be collected on individual items would not vary 
greatly as a result of adoption of the ASP Package. However, because of the leveling of peaks 
and valleys in the tariff schedule which would result, there are certain exceptions to this last 
statement. Dyes represent the major exceptions since a wide variety of rates on dyes would 
be standardized at 30% with adoption of the ASP Package, rather than ranging from 19% to 
86% as presently agreed as part of the Kennedy Round.20 A detailed examination of the dye 
categories revealed that because of the much larger quantity of imports at the lower duty 
levels, adoption of the ASP Package would result on the average in a slightly higher equivalent 
duty. Further details of this examination are presented in Appendix D.

Therefore, as a result of these comparisons, it is concluded that the main effect of the 
ASP Package on benzenoids would be to remove uncertainty in the valuation process rather 
than to change the levels of duties.

Seventy-nine non-benzenoid chemicals with current tariffs below 8% would have their 
tariffs reduced a further 30% (in addition to the Kennedy Round unconditional reductions 
of 20%); nine other non-benzenoid chemicals which will have tariffs greater than 50% after 
all of the Kennedy Round unconditional reductions are put into effect would be subject to 
further tariff reductions.

An estimate of the effect of these tariff reductions was made using the same tariff 
elasticities as used for the estimate of increase in United States exports. This estimate in 
dicated that increased imports into the United States in 1972 as a result of adoption of the 
ASP Package would approximate $3 million because of lower tariffs. More details of this 
estimate are presented in Appendix D.

IB*
Basic data from: Office of the Special Representative for Trade Negotiations, Report on United States Nego 

tiations, Washington, O.C., Superintendent of Documents. Undated.
19 The conventional rate calculated by U.S. Tariff Commission to result in same revenue that would result from

ASP rate (See T.C. Publication 181, toe. oil)
19% to 86% are converted ad valorem equivalents and therefore can be compared directly with the 30%.
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2. Result of Removal of Uncertainty

The ASP system does not permit the United States importer to know at the time a 
contract for import to the United States is made whether the imported product will be 
subject to ASP, or what the ASP will be.

In order to estimate the effects of the removal of uncertainty on future imports, the 
level of benzenoid imports expected in 1972 with the ASP method of valuation still in effect 
is first estimated. Benzenoid imports have increased at an annual compounded rate of 1 5% 
between 1957-1959 21 and 1966 (Table 4); however, most of this increase occurred in 
1965-66 when shortages of capacity in the United States resulted in increased imports. For 
example, part of the major increase in imports of benzenoid intermediates was due to im 
ports of chemicals such as phenol, phthalic anhydride, and styrene monomer, as shown in 
Table 5. Therefore, it is believed that the annual growth rate of 9% experienced between 
1957-1959 and 1964 is a more reasonable one to expect in the long run. Projection of 
United States benzenoid imports to 1972 with a 9% growth rate results in estimated benze 
noid imports of $150 million in 1972. However, the use of a 15% growth rate would not 
change the basic conclusions of this study; and the results of such an estimate are shown in 
Appendix D.

TABLE 4
UNITED STATES IMPORTS OF BENZENOIDS, 

1957-1966

Year $ Millions

1957 $24.0
1958 26.5
1959 36.0
1960 33.2
1961 38.3
1962 39.1
1963 43.6
1964 49.1
1965 64.9
1966 88.1

Source: United States Tariff Commission, Imports of Benzenoid Chemicals and Products (annual reports).

The next step is to determine the effect of the Kennedy Round unconditional tariff 
cuts on this level of trade flow. The same method and the same tariff elasticities used to 
estimate changes in United States exports are used for this estimate. The result of this esti 
mate is an estimated increase in imports of $80 million, or an estimated total of $230 million.

These years were chosen because they are used as base years in the latest edition of the United States Tariff Com 
mission report on Synthetic Organic Chemicals, United States Production and Sales. Use of other 3-year bases would not 
invalidate the basic conclusions reached in this study.



3529

TABLE 5
EXAMPLES OF INCREASED UNITED STATES IMPORTS AS A RESULT 

OF CAPACITY SHORTAGES IN THE UNITED STATES

INCREASED UNITED STATES IMPORTS

U.S. Imports in thousands of pounds 1 
Product 1964 1965 1966

Phenol 0 4 8,633
Phthalic anhydride 0 0 4,598
Styrene monomer 0 0 8,544

CAPACITY SHORTAGES IN UNITED STATES

1. Phenol

One news article states that prices are being increased by elimination of all discounts from list, 
and that "Phenol's supply bind has been felt in the industry since the turn of the year, but was aggravated 
by a fire that ravaged the cumene plant of Gulf Oil Corporation at Philadelphia late in May." ("Phenol 
Shopping Soon to Require Additional Cash," Oil, Paint & Drug Reporter, June 20, 1968, p. 5, 62.)

2. Phthalic Anhydride

"Plants are operating at capacity, customers are on allocation and some resellers are making spot 
sales at twice the posted price of 11d/lb., flake, delivered." ("Phthalic: Shortages to Persist," Chemical 
Week, August 20, 1966, p. 77.)

3. Styrene Monomer

"If the recent growth rate holds, shortages will exist in a few months, and obsolete capacity- 
new on standby-will be needed to fill the gap." ("Styrene Monomer Prices Will Be Hiked 1i/lb. Next 
Month," Chemical Week, March 12, 1966, p. 62.)

(Details of this calculation plus an indication of the effects of variation in various values is 
shown in Appendix D.) Slightly more than 50% of these are expected to be in noncompeti- 
tive imports; such imports are not made by a United States manufacturer and therefore are 
not subject to as much uncertainty in the valuation process. Thus, one is faced with es 
timating the effects of the removal of "slight" uncertainty on approximately $ 120 million 
of imports and the removal of "higher" uncertainty on approximately $ 110 million of im 
ports. I know of no empirical study which could be used as a guide in arriving at such an 
estimate. However, my best estimate would be an increase of 5% on the removal of "slight" 
uncertainty and 10% on the removal of "higher" uncertainty. Thus, an increase in imports 
is estimated as follows:

Noncompetitive imports: 5% x $ 120 million = $ 6 million 

Competitive imports: 10% x $ 110 million =$11 million

Total = $17 million
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This $17 million, combined with the previous estimate of a $3 million increase in non- 
benzenoids due to tariff changes, results in an estimated total increase in United States 
chemical imports of $20 million in 1972 due to adoption of the ASP Package.

In order to determine a probable range for this value, subjective estimates were made 
of the effects of variation in key variables. Over 70% of resulting estimates lie between $7 
million and $33 million. Therefore, it seems reasonable to conclude that United States chem 
ical imports will increase by $7-$33 million if the ASP Package is adopted, with a best esti 
mate being $20 million. Additional details are presented in Appendix D.

D. CONCLUSION

Adoption of the ASP Package would increase in 1972 United States chemical exports 
by approximately $130 million and United States chemical imports by about $20 million, 
giving the United States a net trade surplus of $110 million. Expressing it another way, the 
ratio of increased exports to increased imports would be expected to be about 6.5 to 1.

If the highest estimate of increased United States exports—$160 million—were com 
bined with the lowest estimate of increased United States imports—$7 million—the net trade 
balance would be an estimated $153 million, and the ratio of increased exports to increased 
imports as a result of adoption of the ASP Package would be 22 to 1.

On the other hand, if the lowest estimate of increased United States exports—$100 
million—were combined with the highest estimate of increased United States imports-$33 
million—the net trade balance would be an estimated $67 million, and the ratio of increased 
exports to increased imports as a result of adoption of the ASP Package would be 3 to 1.

Therefore, under any set of reasonable assumptions increased United States chemical 
exports would be substantially greater than increased United States chemical imports as a re 
sult of adoption of the ASP Package.
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IV. OTHER EFFECTS OF THE ADOPTION OF THE ASP PACKAGE

A. EXPECTED GROWTH IN UNITED STATES BENZENOID INDUSTRY

Regardless of whether the ASP Package is approved all segments of the benzenoid 
industry in the United States are expected to continue absolute growth (Table 6); although 
the average growth for all categories of benzenoids is expected to be 45% between 1965 and 
1972, a substantially different growth rate would not change this conclusion. The total im 
ports of benzenoids into the United States predicted for 1972 are equal to 2.7% of the U.S. 
benzenoid production predicted for 1972 (Table 7). The share of these imports estimated to 
be a result of adoption of the ASP Package would be equal to 0.2% of total U.S. production 
of benzenoids ($17 million compared with $9,000 million). In turn, sales of benzenoid 
chemicals account for about 9% of total sales of the United States chemical industry. 1

Imports will be equal to a higher percentage of total U.S. production in the dye 
category than in other categories. It is estimated that dye imports into the U.S. will be 
equal to 17% of U.S. dye production in 1972. However, because of growth in U.S. dye con 
sumption, it is estimated that the total value of U.S. dye production in 1972 will be about 
44% higher than in 1965 (the latest year for which the U.S. Tariff Commission report, 
Synthetic Organic Chemicals, United States Production and Sales, is available).

B. EXPECTED COMPARATIVE MANUFACTURING COSTS, UNITED STATES VER 
SUS EUROPE

1. Dyes

Dyes were selected for this examination because of the concern expressed by many 
in the United States about foreign competition in the dye product category and because it 
is estimated that dye imports would be a higher percentage of United States production than 
would be the case in other benzenoid product categories.

Table 8 shows estimated United States costs for dye manufacture versus estimated 
German costs. Germany was selected for this cost comparison because it is the world's largest 
exporter of dyes. These data are based on average costs for the dye category as a whole. 
Costs of individual dyes vary widely from this average; however, as discussed below, this cost 
comparison tends to understate rather than overstate foreign costs. The comparison is made 
on the basis of equal plant capacity and output.

For the total U.S. chemical industry, only a "value of total sales" rather than "value of total production" figure is 
available. Hence, this estimate was made on basis of a sales comparison rather than production. Value of benzenoid sales 
obtained from Table 6. Value of total United States chemical industry sales obtained from Organization for Economic 
Co-operation and Development, The Chemical Industry, 1965-1966, Paris, 1967.
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TABLE 6 
ESTIMATED INCREASE IN VALUE OF BENZENOID PRODUCTION, 1965-1972

(5)
Increase 
in value of

(3) (4) production 1965-1972 
(2) Estimated Estimated after Kennedy Round 
Value of value of 1965 value of 1972 and ASP Package 

(1) 1965 sales 1 production? production3 (Column 4 - Column 3) 
Category $ million $ million $ million $ million Percentage

Intermediates 955 2,200 3,300 1,100 50

Dyes 292 320 460 140 44

Pigments 94 120 190 70 58

Medicinals &
Pharmaceutical 224 310 440 130 42

Flavors &
Perfumes 57 70 100 30 43

Other Products" 1,726 3,180 4,510 1,330 42 

Totals 3,348 6,200 9,000 2,800 45

Based on United States Tariff Commission, Synthetic Organic Chemicals, United States Production and Sales, 1965. 
Minor adjustments were made to attempt to ensure comparability with import statistics reported by the United States 
Tariff Commission in Imports of Benzenoid Chemicals and Products; e.g., rubber processing chemicals were included in 
"Intermediates" in the above table rather than in "Other Products." Elastomers, not subject to ASP valuation method, 
were not included.

Estimated by author using "average sales value" reported by United States Tariff Commission, Synthetic Organic 
Chemicals, United States Production and Sales for total sales as the average unit value of total production. The difference 
between "production" and "sales" primarily represents production consumed by the producing company rather than sold 
(this is commonly referred to as "captive production").

estimated by author by methods presented in author's "Chemical Marketing Research," loc. cit., primarily by

A
"Other Products" contain data for plastics and resins, plasticizers, surface-active agents, pesticides and other organic 

agricultural chemicals, and miscellaneous. This is the grouping used in United States Tariff Commission, Imports of Ben- 
zenoid Chemicals and Products.
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TABLE 7
UNITED STATES BENZENOID CHEMICALS: ESTIMATED IMPORTS 

AS A PERCENTAGE OF ESTIMATED PRODUCTION, 1972

(1)
Category

Intermediates

Dyes

Pigments

Medicinals & 
Pharmaceutical

Flavors & 
Perfumes

Other Products

Totals

(2) 
Value of 
1966 imports 1 
$ millions

31.2

25.8

1.7

10.9

4.0

14.4

88.1 4

(3) 
Estimated value 
of 1972 U.S. 
imports if 
ASP Package 
is adopted? 
$ millions

85

80

7

15

13

47

2475

(4) 
Estimated 
value of 
1972 U.S. 
production3 
$ millions

3.300

460

190

440

100

4,510

9,000

(5) 
Column 3 as 
percentage of 
Column 4
%

2.6

17.4

3.7

3.4

13.0

1.0

2.7

From United States Tariff Commission, Imports of Benzenoid Chemicals and Products, 1966.

Estimated by author by methods presented in author's "Chemical Marketing Research," foe. cit., primarily by 
projecting past growth rates for individual categories into the future and adjusting for estimated effects of Kennedy Round 
including adoption of ASP Package.

3From Table 6. 

Individual numbers in column do not total $88.1 million because of rounding.

5As discussed in Appendix D, this total is estimated to be $150 million without the effects of the Kennedy Round 
and $230 million with the Kennedy Round unconditional cuts but without the ASP Package.
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TABLE 8 
U.S. vs GERMAN COSTS OF DYE MANUFACTURE AFTER ASP APPROVAL

United States Federal Republic of Germany

Raw materials 50 40
Production workers 11 6
Other employees 6 4
Other expenses 33 33

100 83

30% tariff - 25 
5% freight - 4

Total Cost in U.S. 100 112 

Note: All figures based on 100% of total United States costs, assuming ASP Package isapprovod

The estimate for the United States is based on data from the latest manufacturing 
census in the United States (1963). The estimated costs in Germany were obtained as follows:

1. Raw materials: These costs were estimated to be 80% of United States costs. This 
assumes the importation by the United States of German raw material, the payment of 
a 20% United States tariff on this raw material and the payment of 5% freight for the 
shipment of the material from Germany to the United States. Hence, if the raw material 
sells for 100 in Germany then it would cost the U.S. dye manufacturer 100 + 20 + 
5 = 125. Therefore, the price in Germany would be 100/125 or 80% of the price paid 
by a U.S. dye manufacturer. This represents the maximum possible difference between 
raw material prices in Germany compared with the United States; as many raw ma 
terials are available in the United States at prices as low as those in Germany, this com 
parison understates average foreign costs in relation to United States costs.

2. Production workers: The ratio of German to United States hourly wages was ob 
tained from data prepared by the Manufacturing Chemists' Association (of the United 
States) and presented in Table 9.
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TABLE 9
HOURLY WAGE RATES FOR CHEMICAL INDUSTRIES OF 

SELECTED COUNTRIES, 1965

(All figures hi $/hour) 

Country

United States 2.89

United Kingdom 1.28

Germany, Fed. Rep. . 1.09

France 0.84

Italy 0.67 
Japan 0.65

Source: Compiled by Manufacturing Chemists' Association from various sources and reported in Appendix 4 of "MCA 
Position on the Kennedy Round Agreements, the Supplemental Agreement Relating Principally to Chemicals, 
and Proposed Trade Policy Legislation." The MCA statement reported some 1966 hourly wage rates, but 1965 
was latest year for which hourly wage rates were reported for all of above-listed countries.

Note: These data overstate the percentage differences between United States and foreign costs by not including fringe 
benefits, which are usually a higher percentage abroad than in the United States. However, they are used in this 
study in order to present the least favorable comparison for United States plants.

These data tend to understate average foreign costs in relation to United States costs 
because they do not contain an estimate of the fringe benefits, which are a higher per 
centage of base wages in Germany than in the United States. However, these Manu 
facturing Chemists Association figures are used in order to present the least favorable 
comparison for the United States plants.

It is necessary to correct the average wage rates for differences in productivity. Pro 
ductivity estimates made on the basis of average output per employee indicate that U.S. 
productivity per employee is several times higher than that of Germany. For example, 
OECD data for 1964 indicate an apparent productivity of German chemical industry 
workers of 36% of the U.S. chemical workers. 2 However, such comparisons are based 
on existing operations in both countries and do not consider equivalent productivity 
for equivalent plants, including size and instrumentation. Therefore, such figures are 
not realistic when comparing U.S. and German dye-manufacturing facilities, as it is 
believed that the German scale of operation and equipment compare favorably with 
those in the United States. Hence, it is desirable to use an estimate of productivity 
based on comparable facilities. Though no thorough study of the subject seems to 
exist, the best estimates available of productivity in comparable chemical plants in 
various countries are shown in Table 10. On the basis of data in this table, German 
productivity was taken as 75% of U.S. The use of the 75% figure rather than the 36% 
figure results in a lower estimate of foreign costs in comparison with United States 
costs.

Calculated by the author from Organization for Economic Cooperation and Development, op. dr., pp. 5 and 7 of 
Supplement.
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TABLE 10
A COMPARISON OF ESTIMATES OF RELATIVE PRODUCTIVITY OF 

UNITED STATES AND FOREIGN CHEMICAL WORKERS FOR SIMILAR PLANTS

United States
United Kingdom
Germany
France
Italy
Japan

Kaitere 1
(Union Carbide)

1962

100
50
55
50
40
30

Source and Year of Study
Grosjalfinger? Arthur D.
(Hoechst-Uhde) Little^

1962 1962

100
65
75
65
75
65

100
75
75
75
75
50

I.C.1.4 
1966

100
67

United
Kingdom5

1967

100
60

'"Productivity Factor Critical," summary of paper by M.C. Kastens reported in Chemical Engineering Progress, 
February 1962, p. 22.

2"Capital Costs versus Sales Price," summary of paper by F.B. Grosselfinger reported in Chemical Engineering 
Progress, op. cit., p. 24.

3Arthur D. Little, I nc. The Impact of Proposed United States Tariff Changes on Organic Chemical Imports, May 
1962; revised data in May 1965 did not indicate any change in relative productivity.

4lmperial Chemical Industries Limited, "Productivity Studies — Visits to Canada and the U.S.A." May/June 1966, 
p. 1. I.C.I.'sestimates indicate that after allowing for the effects of the larger American markets, the larger size of individual 
orders for products, and the use of contractors, efficiency in the use of manpower in the North American chemical com 
panies was about one-and-one-half times I.C.I.'s in the U.K.

5Author's calculation based on statements in National Economic Development Office, Manpower in the Chemical 
Industries, London. Her Majesty's Stationary Office, 1967, p. 4. Statements indicate American output per head in the 
chemical industry is perhaps three times the corresponding figure for Britain, but scale of operations appeared to account 
for two-thirds of this difference. Thus, difference accounted for by factors other than scale of operations = 1/3 (3-1) = 2/3; 
hence, apparent relative productivity is 1 2/3 more in United States than in U.K., or 60% as much in U.K. as in United 
States. This study gave the list of products studied and such products included both batch and continuous processes. The 
study found that "It was in the labor intensive processes involving considerable amounts of material handling that the 
Americans appeared to achieve their greatest manpower saving." (p. 14)

3. Other employees: The ratio of German to United States average monthly costs, 
including fringe benefits, of professional and technical personnel in the chemical indus 
try was calculated from the Kastens citation in Table 10. No estimate is available for 
differences in productivity of "other employees," but this cost is so small compared 
with overall costs that any necessary correction would not change the conclusions of 
this study.

4. Other expenses: There is some question whether the costs of comparable plants 
are higher or lower in the U.S. than abroad. Several references indicate that construction 
costs are about 10% less in Germany than in the United States;3 however, in November 
1967 the president of a major U.S. engineering and construction company stated that

3See my "Engineering Overseas Projects," Hydrocarbon Processing, Vol. 42 (June 1963), p. 8; and Arthur D. Little, 
Inc., Revised Data on the Chemical Industry in the United States, Europe and Japan (May 1965), p. 8.
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U.S. construction costs were lower because of the very high productivity of U.S. labor.4 
Interest costs and utility costs are less in the United States than in Germany. Although 
there seems to be some basis for estimating that this cost category—"other expenses"— 
would be lower for the U.S. than for Germany, it is believed that for the purposes of 
this study that it is satisfactory to assume U.S. and German costs are equal.

A U.S. tariff of 30% on all dyes is proposed as part of the ASP Package. The above 
analysis indicates that on the average for the same sized plant a tariff of 30% provides suffi 
cient protection to enable a United States dye manufacturer to compete cost-wise with im 
ported dyes.

However, because all operations are not "average," the United States imported $26 
million of dyes in 1966, compared with $350 million of U.S. dye production and $25 million 
of U.S. dye exports. 5 About 2/3 of the value of total dye imports were of "non-competitive" 
dyes, i.e., they did not compete with dyes made in the United States. It is believed that many 
of these "non-competitive" imports were based on superiority in technology or "know-how" 
rather than on differences in hourly wage rates. There is evidence to support the contention 
that the foreign dye industry enjoys a relatively stronger technological position than do 
foreign companies in other segments of the chemical industry.

First, in the chemical industry direct investment is often a result of technical know- 
how owned by the investor,6 and investment by foreign chemical companies in the United 
States is much higher in dye manufacturing than in other areas. 7 Second, in the fast-growing 
area of fiber-reactive dyes, production in the United States is dominated by ICI (British), 
Toms River Chemical (Swiss), and American Hoechst (German). Of the 75 individual dyes 
and categories of dyes listed as being fiber-reactive in the latest Tariff Commission Report 
(1965), only eight were produced by American-owned companies. Production of fiber- 
reactive dyes has grown at the rate of 40% yearly since 1960 as opposed to a 6% growth rate 
for the production of all dyes. 8 The weight of this evidence suggests that the European com 
petitive strength in dye manufacture is based on research and development rather than on 
low labor cost.

2. Products Other Than Dyes

Turning to categories of chemicals other than dyes, it appears that the U.S. manufac 
turer is relatively stronger vis-a-vis foreign competition for several reasons:

Charles C. Bonin, President of Chemical Construction Corporation, in an address to the Chemical Marketing Re 
search Association, Philadelphia, November 9, 1967 (see Chemical and Engineering Neva, November 20, 1967, p. 34).

Production value estimated from United States Tariff Commission, Synthetic Organic Chemicals, United States 
Production and Sales; imports from Table 7; exports from Bureau of Census, U.S. Exports, Commodity by Country 
FT410.

6 Also, Gruber, Mehta, and Vcrnon, op. tit., pp. 30-31, discuss and present data on the point that the U.S. invest 
ment level abroad is higher in the research-oriented industries than in other industries.

'Approximately 40% to 50% of foreign investment in the U.S. chemical industry is owned by Swiss companies 
(Julcs Backman, Foreign Competition in Chemicals and Allied Products, Washington: Manufacturing Chemists' Associa 
tion, Inc., 1965). Much of this investment, along with much of the British and German chemical investments in the United 
States, is in dye manufacturing facilities.

8 Fiber-reactive production up from 291,000 pounds to 1,586.000 pounds; total dye production up from 155,896,000 
pounds to 207,193,000 pounds. However, because of higher unit values, fiber-reactive dyes accounted for 2.3% of total dye 
sales in 196S (56,744,000 out of $292,294,000).

46-127 O - 70 - pt. 12 - 15
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1. The larger U.S. market represents a relative advantage for U.S. manufacturers of 
chemicals produced in large-scale, continuous processing equipment. In dye manufacture 
a number of dyes usually are produced in one set of equipment; one batch of dye A is 
made and then later the same equipment is used to make a batch of dye B. There are 
some economies in making longer production runs of more batches of a given dye at a 
time and some economies in purchasing larger volumes of raw materials. Still these 
economies are small compared with the labor and capital saved by the manufacturer 
of a large-volume chemical such as styrene monomer when he erects a larger plant for 
increased output.

2. The wages of production workers as a percentage of total value added by manu 
facture are slightly less for most other chemical product categories than for dyes 
(Table 11), although this difference by itself would not have an important impact 
because of the relatively small differences.

TABLE 11
SELECTED MANUFACTURING STATISTICS FOR BENZENOID AND 

CERTAIN OTHER CHEMICALS

Wages of 
Production

Wages of Workers as 
Production Value Added a Percentage 
Workers by Manufacture of Value Added 

SIC No. Description $ Millions $ Million by Manufacture

2812 Alkalies and Chlorine 88 389 22.6
2813 Industrial gases 33 260 12.7
2814 Cyclic (coal-tar) crudes 8.6 35.1 24.S
2816 Inorganic pigments 50 286 17.5
2818 Organic chemicals (other)* 450 2,727 14.9
2819 Inorganic chemicals (other) 352 1,903 18.5
2821 Plastics materials* 264 1,202 22.0
2815 Intermediate coal-tar products* 116 570 20.4

This category consists of cyclic intermediates, synthetic organic dyes, and synthetic organic 
pigments and is usually considered by United States companies to be the chemical area most 
susceptible to import competition because of low foreign wages. The three categories which 
compose SIC 2815 have "Wages of Production Workers as a Percentage of Value Added by 
Manufacture" as follows:

28151 Cyclic intermediates* 17.8
28152 Synthetic organic dyes* 23.8
28153 Synthetic organic pigments* 24.1

'Denotes that benzenoids subject to ASP are included in important quantities in these cate 
gories; in some cases, non-benzenoids are also included.

Note: The above list includes all categories in SIC 281 (Basic Chemicals); additionally, plastics materials (SIC 2821) 
were included with the comparison because the United States is especially competitive internationally in the 
plastics area (e.g., net trade balance in 1966 in plastic materials-SITC 581-was$413 million).
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3. The United States tariff for many of these other chemical products is higher than 
it appears to be because of the existence of specific duties plus an ad valorem. For 
example, the United States and EEC tariffs on two chemical's previously mentioned 
would be as follows if the ASP Package is approved:

United States9 EEC 

stated rate ad valorem equivalent

styrene monomer 1.4^/lb. + 8% 25% 4% 
synthetic phenol 1.5tf/lb. + 12% 27% 2%

In conclusion, the proposed 30% tariff on dyes seems to be higher on the average 
than the difference in manufacturing costs between United States and Germany. United 
States manufacturers of many of the other chemicals, especially those made in larger vol 
umes than dyes, are in a stronger competitive position than are dye manufacturers with 
respect to foreign competition.

C. ADJUSTMENT ABILITY OF THE UNITED STATES CHEMICAL COMPANIES

If the ASP Package is adopted, then the future growth in productive capacity of 
those products in which United States manufacturers are especially competitive will be in 
creased because of additional exports; on the other hand, growth in an area such as dyes will 
be slower than would otherwise be the case.

The adjustment of the utilization of resources to cope with such a change in future 
investment patterns should be relatively easy for the chemical industry. First, the industry is 
constantly shifting resources into new products. Second, the industry has many trained 
personnel, such as members of the Chemical Marketing Research Association and the Com 
mercial Chemical Development Association, who specialize in searching for new product op 
portunities. Third, most of the output of United States dyes and other benzenoids are made 
by companies that produce many other products. Many of these other products are made 
at the same plant site as are dyes and other benzenoids.

This ability of rapid adjustment should enable the United States chemical companies 
to adjust to any export opportunities opened up by the adoption of the ASP Package.

D. RETENTION BY CONGRESS OF THE POWER TO DETERMINE TARIFF LEVELS

Traditionally, the power to set tariff levels has rested with Congress. However, for 
practical purposes in the case of products protected by the ASP method of valuation, the 
power to set tariffs rests with the United States producers. The reason for this is that once 
a tariff level is set by Congress, the effective tariff rate is raised any time United States pro 
ducers increase prices on the product. As a result, the effective tariff is increased without 
any reference back to Congress.

The unit prices used to calculate the United States ad valorem equivalent are: styrene monomer - 8^/lb., and 
phenol - Ity/lb.
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The protection of the United States consumer by the setting of effective tariffs by 
Congress is especially important in the dye product category because of the relatively low 
level of competition as shown below. 10

Individual Dyes Made by Number
of Producers shown at Left 

Number of Producers 
in the United States Number Percentage of Total

1 646 50
2 214 17
3 125 10
4 105 8
5 or more 196 15

Total 1,286 100

Thus, 50% of the individual dyes made in the United States are made by only one United 
States producer, while 85% of the individual dyes are made by four or less producers. Data 
indicating the total production or total sales of individual dyes made by any specified num 
ber of producers are not available. However, about 45% of the total U.S. sales value of dyes 
appeared in the "all other" categories of the 1965 United States Tariff Commission Report 
on Synthetic Organic Chemicals Production and Sales, and most if not all of these sales 
were of dyes made by three or less producers.

E. CONCLUSIONS

These conclusions are in addition to those presented in Section III D. Continued 
growth is expected in all segments of the United States benzenoid industry regardless of 
whether the ASP Package is approved. The United States chemical industry is expected to 
be able to take advantage of the export opportunities opened up by the adoption of 
the ASP Package.

Under the ASP method of valuation, United States producers can raise the effective 
tariffs without Congressional approval by raising domestic prices. Adoption of the ASP Pack 
age would enable Congress to retain the power to determine tariff levels.

TJnited States Tariff Commission, Synthetic Organic Chemicals, United States Production and Sales, 1965.
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APPENDIX A 

DETAILS OF THE KENNEDY ROUND AND ASP PACKAGE

I. THE KENNEDY ROUND PACKAGE

Unconditional obligations undertaken in the Kennedy Round are as follows:

1. The United States agreed to duty reductions on products accounting for nearly 
all (95 per cent) of United States dutiable chemical imports. Tariffs will be re 
duced 50 per cent on most items with rates above 8 per cent; 20 per cent on items 
8 per cent and below. The United States retains the ASP method of valuation for 
benzenoid chemicals (the ASP method of valuation is explained below).

2. The European Economic Community agreed to duty reductions on tariff items 
accounting for 98 per cent of its dutiable chemical imports from the United 
States. Most duties will be reduced by 20 per cent. Certain items, however, will 
be subject to reductions of 30 per cent and 35 per cent, while some others will 
be reduced less than 20 per cent.

3. The United Kingdom agreed to duty reductions on virtually all chemical imports 
from the United States except certain plastics. Most British plastics duties are 
currently 10 per cent, a level considerably lower than other major trading coun 
tries. The United Kingdom has agreed to reduce tariffs at rates of 25 per cent and 
above by 30 per cent, and rates below 25 per cent by 20 per cent.

4. Other participants agreed to reductions in their chemical tariffs as part of their 
Kennedy Round concessions.

' II. THE ASP PACKAGE

The following concessions are contingent on United States elimination of the ASP 
valuation system:

1. The United States would eliminate ASP and replace rates currently based on ASP 
with rates that have been proposed by the Tariff Commission to be applied on the 
valuation as normally calculated for other United States imports and yielding the 
same revenue as the previous rates. These "converted" rates would be reduced, by 
stages, generally by 50 per cent or to an ad valorem equivalent of 20 per cent, 
whichever is lower, (except that in some cases the retainment of "specific com 
ponents" will result in total tariffs substantially higher than 20 per cent). The 
principal exceptions of this formula are dyes, pigments and sulfa drugs, duties on 
which would be reduced to 30 per cent for dyes and pigments and 25 per cent 
for sulfa drugs. In addition, the United States would reduce the 8 per cent and 
below rates subject to the 20 per cent cut in the Kennedy Round unconditional 
package by a further 30 per cent and further reduce by more than 50 per cent a 
few other item.s to tfie 20 per cent level.
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2. The European Economic Community would reduce its chemical tariffs by an ad 
ditional amount so as to achieve a combined Kennedy Round-ASP Package re 
duction of 46 per cent on chemical imports from the United States. Virtually all 
EEC chemical tariffs would be at rates of 12!/2 percent or below. (Belgium, France, 
and Italy would also modify road-use taxes so as to eliminate discrimination against 
American-made automobiles.)

3. The United Kingdom would reduce most of its chemical tariffs according to the 
following formula: Items at present dutiable at 25 per cent and above would be 
reduced to a level of \2Vi per cent, for a 62 per cent combined Kennedy Round 
and ASP Package reduction. Tariff items with duties of less than 25 per cent would 
generally be reduced by the amount necessary to achieve a combined reduction of 
50 per cent in the two packages. U.K. plastics tariffs which would be above the re-" 
duced EEC rate on the same item would be cut to that level and bound. The com 
bined weighted average reduction in the level of British chemical tariffs on United 
States trade would be approximately 47 per cent on chemical imports from the 
U.S. After these reductions virtually all British chemical tariffs would be at rates 
of 12'/2 per cent or below. (The United Kingdom would also reduce by 25 per 
cent its margin of preference on imports of tobacco.)

III. THE ASP METHOD OF VALUATION

Most imports in the United States are subject to what is called an ad valorem rate of 
duty. Such a rate is expressed as a percentage of the value of an imported article (e.g., 
10% ad valorem). In almost all cases, the ad valorem rate of duty is applied to the 
wholesale price in an arm's-length transaction in the country of export-known in 
customs parlance, as export value.

This is not the case, however, with respect to four, but only four, categories of 
products—benzenoid chemicals, rubber-soled footwear, and certain canned clams and 
wool-knit gloves. If any of these products are imported into the United States and 
found by the Bureau of Customs to be competitive with a domestic product, then 
the ad valorem rate of duty is applied to the wholesale price of the competitive 
domestic product—the American selling price.

Under the ASP method of valuation, the rate of duty for a particular imported ar 
ticle is applied to a price for a domestically produced product like or similar to, or 
competitive with, the imported article, irrespective of the value of the imported ar 
ticle. For imported benzenoid chemicals, if there is no competitive domestic product, 
the imported article is dutiable on the basis of United States value; United States 
value is the wholesale market price in the United States of prototype products im 
ported previously, less import duty and certain other costs and allowances. If there 
is no United States value, the imported article is appraised according to the con 
ventional method of valuation.
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IV. GENERAL DESCRIPTION OF BENZENOID CHEMICALS

The chemicals subject to ASP provisions are certain "cyclic organic chemicals having 
a benzenoid, quinoid, or modified benzenoid structure," as well as certain acyclic 
chemicals "which are obtained, derived, or manufactured in whole or in part from ... 
cyclic products having a benzenoid, quinoid, or modified benzenoid structure." 
These chemicals are commonly referred to as benzenoid chemicals and are either 
characterized by a molecular structure having one or more six-membered rings or are 
derived from a product having such a structure. Benzenoid chemical crudes, benze 
noid elastomers, and most benzenoid chemicals produced from naturally occurring 
animal or vegetable products are not subject to the ASP provisions.

Sources: Details of the Kennedy Round agreements are contained in Agreement Relating Principally to Chemicals, 
Supplementary to the Geneva (19671 Protocol to the General Agreement on Tariffs and Trade, Geneva, 30 June, 1967. 
The summary presented above under Sections I and II is based on the press release of June 29, 1967, by the Office of 
Special Representative for Trade Negotiations, Washington, D.C. 20506. Information on the ASP method of valuation and 
the general description of benzenoid chemicals was obtained from United States Tariff Commission, Products Subject to 
Duty on the American Selling Price-Basis of Valuation: Conversion of Rates of Duty on such Products to Rates Based on 
Values Determined by Conventional Valuation Methods, TC Publication 181, Washington, D.C., July 1966.
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APPENDIX B

DETAILS OF ESTIMATE OF EFFECT OF 
ASP PACKAGE ON UNITED STATES EXPORTS

The method used to estimate the effect of the adoption of the "ASP Package" on 
United States exports is:

(1) United States exports to EEC and United Kingdom are projected to 1972, first 
without allowing for any tariff cuts;

(2) An estimate of increased exports due to the Kennedy Round unconditional 
tariff cuts is made;

(3) An estimate of the effect of tariff cuts due to adoption of the ASP Package is 
made; and

(4) An estimate of the effect of variations in key variables is presented.

These estimates are based on the assumption that there will be continued growth in 
world trade and reasonably stable price levels in the U.S. such as existed during the past ten 
years.

I. PROJECTIONS OF EXPORTS TO 1972

Data on United States chemical exports to the EEC and United Kingdom for the past 
10 years are presented in Table 1. United States chemical exports to the EEC and United 
Kingdom have grown at an average yearly rate of 12.2% during this period (taking 19 5 7-195 9 
as a three-year base as is done in latest United States Tariff Commission report on Synthetic 
Organic Chemicals, United States Production and Sales). A continuation of this growth rate 
between 1966 and 1972 would result in total chemical exports to EEC/UK in 1972 of 
$1.5 billion.

During 1965-66, the growth in U.S. exports to the EEC/UK slowed because of a 
tight capacity/demand relationship in chemicals in the United States.' However, it is believed 
that this condition is not representative of long-run trends and that the increase in United 
States chemical exports to the EEC/UK of 7.4% in 1966 over 1965 probably is lower than 
should be expected between 1966 and 1972. Still, if this 7.4% growth rate is used in order 
to project exports to 1972, this resulting estimate of $1.2 billion might represent a reason 
able estimate for the probable "low." However, in this study in order to use a conservative 
estimate of United States export growth, this $1.2 billion is used as the "best estimate" of 
United States exports to the EEC/UK in 1972.

In some years United States exports to the EEC/UK increased as much as 30% 
(e.g., 1964 versus 1963), but this is too high a figure to use in order to make a reasonable

The tight capacity/consumption relationship in the United States is discussed in more detail in Chapter III of this 
report
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estimate for a probable "high." If the $1.2 billion is used as the "best estimate," then it 
seems reasonable to use as a "high estimate" the $1.5 billion previously calculated for the 
12.2% growth rate. In order to have a $300 million difference on either side of the "best 
estimate," a figure of $900 million-equivalent to a growth rate of 2.7%-is used for the 
"low estimate." The important point about these estimates is that they are made only to 
enable the estimation of the effect of the^ASP Package, and, as is shown later, a variation of 
$600 million in the estimated level of U.S. exports does not affect the major conclusions of 
this study.

Various methods of estimating future market demand for chemicals are shown in my 
article on chemical marketing research. 2 For a category of chemicals comprising thousands 
of individual items, the projection of past trends is a reasonable and commonly-used method. 
The dangers involved in projecting past growth rates into the future are discussed in this 
article. An especially significant danger is that the projected growth will become too large 
in comparison with either the production capabilities of the exporting country or the mar 
ket requirements of the importing country. However, in this analysis this danger does not 
seem to be very real because it is estimated that the total United States exports to the 
EEC/UK in 1972 will be less than 3% of either United States chemical production or the 
combined EEC/UK chemical consumption in 1972 (exports less than $1.5 billion compared 
with $50 billion for United States chemical production or the combined EEC/UK chemical 
consumption).

An alternate method of estimating United States exports is to relate growth in United 
States exports to growth in the EEC/UK market. However, with this approach, two estimates 
must be made: (1) the relationship between growth in United States exports and growth in 
the EEC/UK market; and (2) the growth in the EEC/UK market. For the analysis in this re 
port, if it is assumed that conditions and relationships existing in the period 1957-1966 are 
representative of conditions and relationships that will exist between 1966 and 1972, then 
the' various methods would result in approximately the same estimate of United States ex 
ports in 1972. Hence, the simpler method of using a conservative estimate of a past trend 
line is believed to be quite satisfactory.

II. ESTIMATE OF THE EFFECTS OF KENNEDY ROUND UNCONDITIONAL TARIFF 
REDUCTIONS

The next step is to determine the effects of the Kennedy Round unconditional tariff 
cuts on the expected export flow of $1.2 billion from the United States to the EEC/UK in 
1972. Because of the large number of individual chemical commodities in question, some of 
which are not yet in existence but which will be by 1972, it is necessary to estimate the ef 
fect of tariff cuts on an aggregate basis. Detailed studies have been made showing the effect 
of tariff cuts on aggregated groups of products.

A review of these studies reveals that a tariff equivalent to 1% of the combined value 
of the goods and tariff results in an increase in trade flow in chemicals of about 2.5-5%. For

2 Robert B.Stobaugh.Jr. "Chemical Marketing Research," Chemical Engineering (November 22,1965) pp. 153-160.
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this study an estimate of 3.5% is used for 1972, with a "high estimate" of 4.5% and a "low 
estimate" of 2.5% (these figures are referred to as "tariff elasticities"). 3

The tariff elasticity studies are based on changes in tariff levels weighted by trade 
flows. Hence, for the analysis which follows the changes in EEC/UK tariffs are based on an 
estimate of such tariffs weighted by United States exports to the EEC/UK. The applicable 
EEC/UK tariffs on chemicals without taking into account any Kennedy Round reductions 
are estimated to be 14.3% (on the basis of tariffs weighted by United States exports to the 
EEC/UK).4

These average EEC/UK tariffs are being reduced by approximately 21% (of 14.3%) 
by the Kennedy Round unconditional tariff cuts and by an additional 25% (of 14.3%) con 
ditional on the ASP Package. Thus, the average tariff levels will be 14.3 x (1.00 - 0.21) or 
11.3% after the Kennedy Round unconditional tariff reductions and 14.3 x (1.00 - 0.21 - 
0.25) or 7.7% if the ASP Package is adopted.

Therefore, United States chemical exports to the EEC/UK are calculated to increase 
as follows as a result of the Kennedy Round unconditional tariff reductions:

Percentage change Estimated value of ex- Estimated
Tariff in combined value ports without tariff increased
elasticity of goods & tariff cuts = exports

3.5 x 14.3-11.3 x $1.2 billion = $110 million 
, 114.3

For details of individual studies, see:

Bela Balassa, Trade Liberalization among Industrial Countries: Objectives and Alternatives (New York: McGraw-Hill 
Book Company, 1967). Appendix to Chapter 4.

R. J. Ball and K. Marwah, "The U.S. Demand for Imports 1948-1958," The Review of Economics and Statistics, 
November 1962, pp. 395-401.

L. B. (Clause, "United States Imports, 1947-1958," Econometrica, April 1962, pp. 221-38.
M.E. Kreinin, "Effect of Tariff Changes on the Prices and Volume of Imports," American Economic Review, 

June 1961, pp. 310-24.
——————, " 'Price' vs. Tariff Elasticities in International Trade-A Suggested Reconciliation," American Eco 

nomic Review, September 1967, pp. 891-94.
—————_, "Price Elasticities in International Trade," The Review of Economics and Statistics, November 1967, 

pp. 510-16.
E.A.G. Robinson (editor). Economic Consequences of the Size of Nations (New York: St. Martin's Press, Inc., 

1960). See Verdoom's study presented in Chapter 19, p. 291.
4This estimate was made by me on the basis of a study of tariffs and trade flows. While slightly different figures can 

be obtained for different past years and for future years depending on the assumptions made relative to the mix of 
chemicals to be exported, it is believed that any error introduced as a result of adopting the 14.3% figure is not large by 
comparison with the ranges used in this study for the probable "low" and "high" tariff elasticities.
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If the ASP Package is adopted then the increase in U.S. chemical exports to the 
EEC/UK as a result of the combined Kennedy Round and ASP Package tariff reductions 
are calculated as follows:

Percentage change Estimated value of ex- Estimated
Tariff in combined value ports without tariff increased
elasticity of goods & tariff cuts = exports

3.5 x 14.3-7.7 x $1.2 billion = $242 million 
114.3

Therefore, the incremental increase in United States chemical exports to the EEC/UK 
as a result of adoption of the ASP Package would be $132 million ($242 million minus 
$110 million).

III. ESTIMATE OF THE EFFECT OF VARIATIONS IN KEY VARIABLES

In order to determine a probable range of the effect of adoption of the ASP Pack 
age, calculations were made using the estimated "lows" and "highs" of both the tariff 
elasticity and the level of United States exports to EEC/UK without the Kennedy Round 
unconditional tariff reductions. A subjective estimate of 1/6 was placed on the probability 
of occurrence of the "low" estimates of tariff elasticities and U.S. exports to EEC/UK 
without Kennedy Round unconditional reductions; a probability of 2/3 was placed on the 
"best" estimates and a probability of 1/6 on the "high" estimates of these variables.

Over 70% of the resulting estimates of the increase in United States chemical exports 
lie between $99 and $165 million. The average is $132 million. If these figures are rounded, 
it seems reasonable to conclude that United States chemical exports will increase by $100- 
$160 million if the ASP Package is adopted, with a best estimate being $130 million.
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APPENDIX C

ADDITIONAL INDICATIONS OF IMPORTANCE OF RESEARCH AND
DEVELOPMENT AND MARKET SIZE RATHER THAN WAGE RATES

AS DETERMINANTS OF INTERNATIONAL TRADE

I. RESEARCH AND DEVELOPMENT

A recent study by Gruber, Mehta, and Vernon 1 indicates that a major difference 
between the five United States industries that account for the United States trade surplus2 
and fourteen other major industries is the amount of funds spent on research and develop 
ment. The chemical industry is one of these five "export industries," and ranked second in 
net trade balance in 1966 (Table C-l). In terms of scientists and engineers as a percentage of 
total employment, these five industries spent 4.7 times as much as the fourteen other major 
industries; in the sales area, these five industries spent nine times as much on scientists and 
engineers as did the other fourteen industries. As scientists and engineers are often needed in 
the sales area for new products, this lends credence to the belief that a large R & D effort for 
new product development is a major cause of exports.

II. MARKET SIZE

To illustrate the point that market size is an important determinant of chemical ex 
ports, a tabulation of the relative rank of Gross National Product and chemical exports is 
shown below for 1965, for the six countries listed in a Manufacturing Chemists' Association 
memorandum. 3 While it would be possible to select certain countries to show certain re 
sults of tests, this list of countries was used because it was selected by the Manufacturing 
Chemists' Association.

Rank Order of 
Country Rank Order of GNP Chemical Exports

United States 1 1
Germany, Fed. Rep. 2 2
United Kingdom 3 3
Japan 4 6
France 5 4
Italy 6 5

This tabulation indicates that the higher a country's GNP, the higher also are its chemical 
exports. A rank correlation of this relationship is significant at the 95% confidence leveL4

William Gruber, Dileep Mehta, and Raymond Vernon, "The R & D Factor in International Trade and Inter national Investment of United States Industries," Journal of Political Economy, LXXV (February 1967), pp. 20-37.
TTrade surplus of these industries in 1966 was $8.5 billion compared with a total for all United States manu facturing of $5.0 billion (Table C-l).
See Table C-2 for data and for exact citation for Manufacturing Chemists' Association memorandum. 
Spearman's rank correlation coefficient = 0.83.
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TABLE C-1
CHARACTERISTICS OF FIVE UNITED STATES INDUSTRIES THAT ACCOUNT 

FOR TRADE SURPLUS IN MANUFACTURED GOODS

Industry and SITC No.

Machinery except electrical (71) 
Chemicals (5) 
Transportation (73) 
Electrical machinery (72) 
Instruments (86)

Total all manufactures (SITC 5, 6, 7, 8)

Scientists and engineers in R&D as % of 
total industry employment

Scientists and engineers in production 
as % of total industry employment

Scientists and engineers in sales as % o( 
total industry employment

Total 

Net fixed assets as % of value added

United States 
Exports

$ 5.55 
2.38 
3.71 
1.90 
0.76

$14.60

19.1

1966 
$ in billions

United States 
Imports

$ 1.59 
0.94 
2.21 
1.01 
0.39

$ 6.14

14.1

United States 
Trade Surplus

$ 3.96 
1.74 
1.50 
0.89 
0.37

$ 8.46

$ 5.0

5 Industries Above 

3.2 

2.1

0.9

6.2

31.0

14 Other Industries 

0.4 

0.8

0.1

1.3

41.0

Sources: Trade data from Bureau of thi Census. Other data from Gruber, Mehta, and Vernon, loc. cit.
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TABLE C-2 
GROSS NATIONAL PRODUCT AND CHEMICAL EXPORTS FOR

LIST OF COUNTRIES SELECTED BY 
MANUFACTURING CHEMISTS' ASSOCIATION; 1965

Chemical
GNP Exports 

$ Billion $ Million

United States 681 2,402

Germany, Fed. Rep. 112 2,077

United Kingdom 99 1,230

Japan 96 547

France 94 1,014

Italy 57 605

Sources: GNP data: International Monetary Fund, international Financial Statistics; Chemical Exports: Organization for 
the Economic Co-operation and Development, op cit., p. 35. List of Countries: Those for which wage rates were 
included in the list compiled by Manufacturing Chemists' Association and reported in Appendix 4 of "MCA 
Position on the Kennedy Round Agreements, the Supplemental Agreement Relation Principally to Chemicals, 
and Proposed Trade Legislations."
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III. UNIT WAGE RATES

To illustrate the point that low wages in the chemical industry apparently are not a 
major determinant of chemical exports, the rank order of wage rates presented for the six 
major industrial countries in the recent Manufacturing Chemists' Association memorandum 
are compared below with the rank order of chemical exports of these countries for 1965. 5

Rank Order of Rank Order of 
Country Unit Wage Rates Chemical Exports

United States 1 1
United Kingdom 2 3
Germany, Fed. Rep. 3 2
France 4 4
Italy 5 5
Japan 6 6

As shown above, instead of the low-wage countries being large exporters of chemicals, the 
countries with the highest wages are the largest exporters of chemicals.

Therefore, the results of studies mentioned in Section III of the body of the study 
together with the data in this Appendix strongly suggest that a combination of a large mar 
ket and R & D activity is much more important in explaining chemical exports than are unit 
wage rates.

e Tables 9 and C-2 for data sources.
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APPENDIX D

DETAILS OF ESTIMATE OF EFFECT OF ASP PACKAGE 
ON UNITED STATES IMPORTS

I. PRESENT UNITED STATES TARIFF LEVELS OF BENZENOIDS

Because duties for benzenoids are based on ASP, there are no readily available sta 
tistics showing average duty based on foreign "export values." An estimate of 45% 
was used for this study, based on data from the following sources:

1. H. G. Grubel and H. G. Johnson, "Nominal Tariff Rates and United States Valua 
tion Practices: Two Case Studies," The Review of Economics and Statistics, May 
1967, pp. 138-142. This article presents estimates of effective tariffs for benze- 
noid intermediates; these estimates were from a low of 40.9% to a high of 53.2%.

2. Averages of ad valorem equivalents reported in T.C. Publication 181.' The arith 
metic average of ad valorem equivalents for 12 categories accounting for 90% of 
benzenoid imports was 55%. However, a check of categories accounting for over 
half of this 90% indicated that the arithmetic averages overstate the weighted- 
average tariff level by 15% to 100%. This would suggest an effective tariff level of 
28% to 48%.

If anything, this estimate of 45% might be a little on the high side. However, the 
final estimate is not very sensitive to reasonable changes in this estimate, as the use 
of 40% rather than 45% would decrease by less than 10% the estimated increase in 
imports.

II. CHANGES IN IMPORTS AS A RESULT OF CHANGES IN LEVEL OF 
UNITED STATES DUTIES

There are three different changes in United States duties which would be brought 
about by adoption of the ASP Package. Each is discussed in turn.

A. Conversion of ASP Rates to Conventional Rates

A detailed comparison of rates after the Kennedy Round, 2 the "converted 
rate" calculated by U.S. Tariff Commission, 3 and the rates which would apply with 
adoption of the ASP Package did not reveal any systematic bias toward either higher

United States Tariff Commission, Products Subject to Duty on the American Selling Price Basis of Valuation: 
Conversion of Kates of Duty on Such Products to Rates Based on Values Determined by Conventional Valuation Methods, 
Washington, D.C., July 1966. (T.C. Publication 181)

Basic data from: Office of the Special Representatives for Trade Negotiations, Report on United States Negotia 
tions, Washington, D.C., Superintendent of Documents.

The conventional rate calculated by U.S. Tariff Commission to result in same revenue that would result from 
ASP rate (see T.C. Publication 181, op. ci'r.)
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or lower rates. Therefore, changes in tariff levels should result in an average net 
difference of about zero, after allowing for the increases and decreases in individual 
items. The. effect of the removal of uncertainty in the valuation process is discussed 
in Section .III of this Appendix.

Since the wide variety of rates on dyes would be standardized at 30% with 
adoption of the ASP Package, a more detailed examination was made of dye cate 
gory 406.50, which accounted for approximately 70% of dye imports in 1965.4 
This category includes 272 individual dyes plus an "other" category. Dye category 
406.50 has a current rate of 40% ASP which will be reduced to 20% ASP as a result 
of the Kennedy Round unconditional cuts. Its current converted ad valorem equiva 
lents range from a low of 38% to a high of 172%, so this range will become 19% to 
86% as a result of the Kennedy Round unconditional cuts. If the ASP Package is 
adopted, all of these rates would become 30%. Therefore, the lowest rate would be 
increased by 11% and the highest rate reduced by 56%; other rates in between these 
two extremes would be affected less.

A unit value for the various subcategories of dyes in 406.50 was calculated by 
dividing the "specific equivalent"5 by the "converted rate." This unit value was then 
multiplied by the quantity of imports for 1964 in order to obtain an estimated 
value for the imports of each subcategory.6 This estimated value for each sub- 
category was then multiplied by the level of tariff changes which would result for 
the subcategory as a result of the ASP Package. The results indicated that because 
of the much larger quantity of imports at the lower duty level, there would be on 
the average a slightly higher weighted-average duty after the ASP Package than 
before. Therefore, proceeding on the basis that the average duty level would not 
change as a result of the ASP Package would result in a higher import estimate than 
would actually be the case.

B. Reductions in Duties on Items with Duties less than 8%

United States imports of the 79 non-benzenoid chemicals covered by this 
proposed reduction amounted to approximately $31.6 million in 1965. Eight items 
accounted for $21.1 million, or 67% of the total. The weighted average tariff reduc 
tion for these eight items for the ASP Package would be 1.8% of the value of the 
items. If a "tariff elasticity" of 3.5 is used (as is used for other calculations) im 
ports would increase by slightly over 6%, or about $2 million for 1965 trade volume. 
If allowance is made for a normal expansion of trade to 1972, then the increase due 
to the ASP Package would be about $3 million.

^Calculated from reference given in Footnote 1 above.
5This is a I/pound equivalent of the total combined specific and ad valorem rates for a given category (see T.C. 

Publication 181, op. ci/.). Thus, if specific equivalent = $1.00 and converted rate « 50%, then unit value « $2.00.
^Import data from United States Tariff Commission, Imports of Bauenoid Chemicals and Products, 1964.

46-127 O - 70 - pt. 12 - 16
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C. Reduction in Duties on Items with Duties Greater than 50%

The value of imports of these items in 1965 was $304,000. One item, vinyl 
choride monomer, accounted for $257,000 of this. The tariff reduction due to the 
ASP Package for this item is the same as a reduction in ad valorem equivalent of 
from 27% down to 23%. 7 Thus, the increase in trade due to this reduction should be 
negligible in terms of evaluating the overall ASP Package.

D. Conclusions

The major changes in import levels due to changes in tariff levels would be in 
the importation of the 79 non-benzenoid chemicals; the expected increase in imports 
is about $3 million for 1972.

III. CHANGES IN IMPORTS AS A RESULT OF REMOVAL OF UNCERTAINTY

First, an estimate of the level of benzenoid imports expected in 1972 without any 
Kennedy Round cuts is presented. Next, an estimate is presented showing the effects 
of the Kennedy Round unconditional tariff cuts on estimated 1972 imports. Finally, 
estimates are presented showing the effects of removal of uncertainty on those im 
ports because of elimination of the ASP method of valuation.

A. Level of Imports in 1972 without any Kennedy Round Tariff Reductions

Benzenoid imports have increased at a compounded rate of 15% annually 
between 1957-1959 and 1966; however, most of this increase occurred in 1965-66 
when shortages of capacity in the United States resulted in increased imports. This 
is discussed in detail in the body of this study and in Table 5. The annual growth 
rate of 9% experienced between 1957-1959 and 1964 is a more reasonable one to 
expect in the long run. Projection of United States benzenoid imports to 1972 with 
a 9% growth rate would result in estimated benzenoid imports of $150 million 
in 1972 versus $200 million for the 15% growth rate. If $150 million is used as a 
"best estimate" and $200 million as a "high estimate," then it seems reasonable to 
use $100 million as a "low estimate." Effects of using the "low" and "high" esti 
mates instead of the "best" estimate are presented below in Section IV of this 
Appendix.

B. Effect of the Kennedy Round Unconditional Tariff Reductions

As discussed in Sections I and II of this Appendix the tariff changes are from 
the present effective level of about 45% down to a new level of 2214%. Using the same 
tariff elasticity and same method of calculation as used for United States exports

•

A reduction in actual tariffs of from 1.25#pound + 6% down to Impound + 6%; this item has a unit value of 
6#pound according to United States Tariff Commission Report, United States Production and Sales of Organic Chemicals, 
1965.
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results in the following estimate of the increase in United States benzenoid imports, 
due to the Kennedy Round unconditional tariff cuts:

Tariff elasticity x

3.5

Percentage change 
in combined value 
of goods and 
tariffs

45-22.5 
145

Estimated im 
ports before 
allowing for 
tariff reduc 
tions

= Estimated in 
crease in im 
ports due to 
tariff reduc 
tions

x $150 million = $80 million

Adding the estimated increase in imports of $80 million to the previously estimated 
level of $ 150 million results in a new estimate of $230 million for benzenoid chemi 
cals. Effects of varying the key numbers are shown below in Section IV of this 
Appendix.

Slightly more than 50% of these imports will be in noncompetitive imports; i.e., 
those not made by a United States manufacturer and therefore not subject to as much 
uncertainty in the valuation process. Thus, one is faced with estimating the effect of 
the removal of "slight" uncertainty on $120 million of imports and the removal of 
"higher" uncertainty on $110 million of imports. I know of no empirical study to 
serve as a guide in arriving at an estimate. However, my best estimate would be an in 
crease of 5% on the removal of "slight" uncertainty and 10% on the removal of 
"higher" uncertainty. Thus, an increase in imports would be expected as follows:

10%
x $ 120 million = $ 6 million 
x $110 million = $11 million

Total = $ 17 million 

Effects of varying these percentages are presented below.

IV. EFFECT OF VARIATIONS IN KEY VARIABLES ON FINAL ESTIMATES

Variations in estimates of the following key variables were made in order to de 
termine a probable range rather than just a "best" estimate for the effects of the 
adoption of the ASP Package on United States imports.
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Range of Estimates 

Key Variable Low Best High

Change in average U.S. tariff
rates on benzenoids as a result
of adoption of ASP Package,
percentage -5 0 +5

Level of U.S. benzenoid imports
in 1972 without any Kennedy
Round tariff cuts, $ million 100 150 200

Tariff elasticity, percentage 2.5 3.5 4.5 

Effect of removal of uncertainty 0 5&10 10&20

A subjective estimate of 1/6 was placed on the probability of the occurrence of each 
of the "low" estimates, an estimate of 2/3 for the occurrence of each of the "best" 
estimates, and an estimate of 1/6 for the occurrence of each of the "high" estimates.

Over 70% of the resulting estimates of change in United States exports as a 
result of the ASP Package are between $7 million and $33 million. From this, it 
seems reasonable to conclude that United States imports of benzenoids would in 
crease by $7-$33 million, with a best estimate of $20 million.
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TABU l.-COMPARISON OF ACTUALS WITH ESTIMATES IN STOBAUGH'S 1968 "ASP PACKAGE" REPORT!

[Dollar amounts in millions]

Latest statistics currently available

Latest statistics available 
when Stobaugh's 1968 

report was written

Item

U.S. production of benzenoids ". __ .

U.S. production of Dyes *.. . .
U.S. imports of dyes a................

Year

1965
1966
1965
1966

Actual

$6,200 
88 

320 
26

Estimates 
in 

Stobaugh's 1968 
report

1969 
1968 
1968 
1968

$7,700 
115 
374 

35

Difference 
between 

actual and 
Stobaugh es- 

Actual timate (per 
cent)

$8,400 
107 
390 

34

+9.0 
-7.0 
+4.0 
-3.0

U.S. eoports of chemicals to EEC and 
United Kingdom «.......____..._... 1966 769 1969 995 999 +.4

> Foreign Trade and Tariff proposals, hearings before the Committee on Ways and Means, House of Representatives, 
90th Cong., 2d sess. on Tariff and Trade Proposals (Washington: U.S. Government Printing Office, 1968), pp. 4679,4704.

2 Estimated from U.S. Tariff Commission, Synthetic Organic Chemicals, U.S. Production and Sales, and U.S. Department 
of Commerce, U.S. Industrial Outlook 1970.

' U.S. Tariff Commission, Imports of Benzenoid Chemicals and Products.
< U.S. Tariff Commission, Synthetic Organic Chemicals, U.S. Production and Sales.
1 U.S. Tariff Commission, Imports of Benzenoid Chemicals and Products.
• U.S. Bureau of Census, U.S. Exports.

TABLE 2.-COMPARISON OF KEY PREDICTIONS OF OPPONENTS OF KENNEDY ROUND AGREEMENT WITH 
THOSE OF STOBAUGH AND WITH ACTUAL RESULTS

(All predictions reported below apply to condition that ASP package was not approved]

Predictions in Sto-
Predictions by opponents of baugh report of Actual results based on latest 

Subject Kennedy round and ASP package July 1968 information available in May 1970

U.S. benzenoid production._ Adversely affected by Kennedy Substantial growth Increased more during 1st 2 
round tariff cuts, with exist- expected.* years of Kennedy Round 
ing facilities placed in Agreement than in 2 years 
jeopardy.' immediately prior to

agreement.'
U.S. dye production....--..- Level until 1973 and then Do.' Increased 10 percent in quantity 

declining.' and 13 percent in dollars
during 1st year of Kennedy 
Round Agreement.'

U.S. chemical trade—-.--... Trade surplus of U.S. chemicalChemical exports Net trade balance increased 22 
industry will decrease and will continue to percent and exports increased 
reach zero by 1975,' because increase.' 18 percent during 1st 2 years 
of loss of export markets.' of Kennedy Round

Agreement."

1 "Foreign Trade and Tariff Proposals," hearings before the Committee on Ways and Means, House of Representatives 
90th Cong., 2d sess., on tariff and trade proposals (Washington: U.S. Government Printing Office, 1968), pp. 4485,4788. 

»Ibid.. 4678-4691. 
3 U.S. Department of Commerce, "U.S. Industrial Outlook 1970."
•Ibid., 4752-4753.
«Ibid., 4678-5691.
1 U.S. Tariff Commission, "Synthetic Organic Chemicals—U.S. Production and Sales."
7 Ibid., 4536,4559.
«Ibid., 4507-4658.
• Ibid., 4677.
10 U.S. Bureau of the Census, "U.S. Exports; U.S. Imports."

(This study was prepared by Robert Stobaught, at the request of the 
Organic Chemicals Group of the American Importers Association. The 
views presented here are the author's and not necessarily the 
Association's.)

Robert Stobaugh, Associate Professor of Business Administration, Harvard 
University Graduate School of Business Administration. Born and raised in 
Arkansas. B.S. (Chemical Engineering), Louisiana State University (1947);. 
Doctor of Business Administration, Harvard University Graduate School of Busi 
ness Administration (1968).
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Held various positions in economic evaluation, marketing, financial analysis, 
and engineering functions of Monsanto, Caltex Oil Group, and affiliates of Stand 
ard Oil Company (New Jersey), in the United States, Europe, Middle East, and 
South America. Consultant to governments, oil companies and chemical com 
panies on industry economics, diversification, and international business; Alter 
nate Member of President Johnson's Public Advisory Committee on Trade Policy 
(1968) ; author of report, "The U.S. Oil Import Program and the Petrochemical 
Industry," prepared for President Nixon's Cabinet Task Force on Oil Import 
Control (1969).

Author of books, Petrochemical Manufacturing and Marketing Guide, Volume 1, 
Aromatics ana Derivatives (1966) and Volume 2, Olefins, Dioleflns, and Acetylene 
(1968) ; and author of over two dozen articles on international trade and invest 
ment, petrochemical markets and economics, pricing, marketing research, over 
seas project management, and computer simulation in such journals as the Har 
vard Business Review, The Review of Economics and Statistics, Hydrocarbon 
Processing, The Oil and Gtos Journal, Chemical Engineering Progress, and Chem 
ical Engineering. As part of a Ford Foundation Project, presently authoring books 
on the international petrochemical industry and financial management of multi 
national enterprises. Speaker on these subjects at various national and inter 
national meetings.

Editorial Board of the Journal of International Business Studies. Registered 
Professional Engineer, Chairman of Data and Statistical Committee of Associa 
tion for Education in International Business, and a member of Chemical Market 
ing Research Association, American Institute of Chemical Engineers, American 
Economic Association, and American Finance Association.

Mr. BTJRLESON. Thank you very much for an interesting statement.
Mr. Ullman, do you have any questions ?
Mr. ULLMAN. No questions, Mr. Chairman.
Mr. BTTRLESON. Mr. Betts ?
Mr. BETTS. I might ask one question for information. I understand 

that in the package deal the EEC reduces tariffs on chemicals 30 per 
cent in return for our removing ASP; is that correct ?

Mr. STOBATTGH. In actual fact, 30 percent is a round number which 
people have talked about, but I think the exact figure is closer to 25 
percent. I have it detailed in the study.

Mr. BETTS. I am not so much interested in that as I am in the fact 
that Japan as an exporter would probably benefit by a reduction of the 
EEC tariff, would it not? I am wondering what it gives in return for 
the reduction of the tariff by the EEC of 30 percent.

Mr. STOBAUGII. To date, Japan has been a relatively minor factor 
in world chemical trade. Until 1967 or 1968, Japan was a net overall 
importer of chemicals. They have been expanding their productive 
capacity as well as their consumption. But to date they have not be 
come a major factor in world chemical trade. Most world chemical 
trade really takes place between the OECD European countries and 
the United States and among those countries themselves.

Mr. BETTS. What about Switzerland ?
Mr. STOBATJGH. Switzerland is a relatively minor factor compared 

with the United States and the EEC countries. But I would have to 
agree that to the extent that there is any product, even a single prod 
uct, that Japan or Switzerland exports to the EEC, as the EEC lowers 
its tariffs then that would help the Japanese or Swiss exporters to the 
EEC.

In my analysis, what I was looking at what is in the so-called 
"ASP" package for the United States and would we be better off with 
the adoption of this package. I looked at the effect on U.S. exports 
and U.S. imports affected by the package.
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Mr. BETTS. The staff has just handed me a chart here which indi 
cates that Japan is probably the third largest producer, third or 
fourth largest producer.

Mr. STOBAUGH. I was talking about Japan's net surplus in world 
trade. Do they have a very large chemical trade surplus in 1969 
relative to their consumption ?

Mr. BETTS. I can't tell that. I don't have those figures.
Mr. STOBAUGH. My impression is that they have not. I have some 

data that show our relative standing with Japan. We have a substan 
tial trade balance in our chemical trade with Japan. Japan, in 1967, 
had a trade surplus in chemicals—overall—of $74 million. These are 
the latest OECD data available. The comparable U.S. surplus was 
$1.8 billion. Japan's 1967 exports for all OECD European countries 
were $80 million; we exported $917 million to these countries in that 
year.

Mr. BETTS. Of course, Japan has a knack of picking up, and if they 
have this advantage it might result in a larger production.

Mr. STOBAUGH. Indeed they do, and indeed their chemical exports 
will go ur>, as I stated. I certainly expect them to. Their chemical im 
ports will continue to go up also. To the extent that there are lower 
European tariffs they will help Japanese exports. They will also help 
Argentine exports and also help Brazilian exports. The last few 
years we had some exports of material from Argentina to Europe. As 
I said before, in my analysis I looked at what is in the package for 
the United States.

Mr. BETTS. I think that answers my question. Thank you.
Mr. BUBLESON. Mr. Pettis ?
Mr. PETTIS. Thank you, Mr. Chairman.
I am a little confused by some of your testimony. The first part 

of which would indicate that our major exports are due to the develop 
ment of new products. I would like to have the answer to this ques 
tion. What particular products are we developing that are new that 
contribute to this ?

Mr. STOBAUGH. A really good example is in plastic materials—Poly- 
propolene and ABS resins. There also are different types of polyethyl 
ene. We have a wide variety of new products in the plastics area that 
will benefit from lower tariffs abroad. We have an enormous research 
and development effort in the chemical industry in this country. That 
enormous R. & D. effort, coupled with a very aggressive development 
program in marketing attracted by this large market has been the 
thing that has given us the lead to export the newer products. And 
those are the products in which the industries tend to pay higher 
wages and the companies' profits tend to be better.

That is where the U.S. comparative strength in chemicals lies, 
in addition to the strength in these large-scale continuous process 
chemicals.

Mr. PETTIS. I am delighted to hear that. But then on page 10 there 
seems to be a slight contradiction, because you indicate that the tech 
nical capability or the technological development in these other coun 
tries, Germany particularly, is more advanced than ours.

Mr. STOBAUGH. On page 10, I indicated that it appears to me that 
German strength is in the export market for dyes and not plastics,
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not other chemicals, but in dyes. Germany's strength rests of technical 
superiority, but only in dyes. It goes back in history many, many years. 
I think that it was probably during some of the blockades of the conti 
nent that the German organic chemical industry got a big boost. They 
had to make synthetic dyes for uniforms for the military, since they 
•were cut off by a blockade. That brought about a very strong German 
organic chemical industry and today they still have some kind of tech 
nical lead in the manufacture of a number of dyes.

This strength is the reason some German producers are able to 
bridge the gap across the Atlantic and come over to the United States 
and build plants in this country.

They have to pay all the costs that such multinational operations 
involve. Unless they had some kind of superior technology, they would 
not be able to have plants in this country, because our producers in 
this country, those firms that are indigenous to the United States, 
would be dominating the business which would keep the Germans out 
of the United States.

Mr. PETTIS. What part of this $390 million is of that kind, or is that 
all U.S. owned, not German-owned? You indicate on page 10 that 
$390 million of this is U.S. dye production. Is that all U.S. owned?

Mr. STOBAXJGH. That $390 million is made by U.S. corporations. 
Some of those corporations have German stockholders and some of 
them have U.S. stockholders. I do not know the percentage of the $390 
million produced by producers with German relationship, but I do 
know that a larger percentage of that $390 million is in dyes than in 
any other product category.

If you look at U.S. production of plastics or ibasic petrochemicals, 
such as styrene monomer or benzene, practically none of it is foreign 
owned or controlled. In fact, it is the other way around. We own a lot 
of plants in Europe based on these intermediate and basic petrochemi 
cals. The reason we own these plants in Europe is because of the 
superiority that we have, based on our longer experience in making the 
products.

Mr. PETTIS. Overall, you are pleased with the R. & D. of new prod 
ucts in America in this whole picture of export-import ?

Mr. STOBATJGH. I am not sure what you mean by the term "overall" 
I am rather pleased. Let me say this. I would rather see us exporting 
goods with a high R. & D. content, because on the average those in 
dustries pay higher wages and the company profits are better in those 
types of products. Let us say we have $10 million to invest in a plant 
in this country. I would rather see that $10 million invested in a plant 
that is competitive on the world market, because that means we have a 
chance of increasing our exports and helping our balance of trade.

If that $10 million goes into a plant in this country which is pro 
ducing a product in which we are not competitive in the world, there 
is no way on earth that that money is going to develop any trade bal 
ance. Since it cannot compete in the world markets, it will just pro 
duce for the U.S. market.

To have a favorable trade balance, there are some items we must 
import. Therefore, we have to put our money into plants that have a 
strong export capability, where we can export to the world. I would 
say, as a general rule, the chemical industry in this country really, does
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not fully exploit its export market. I again have given talks at chemi 
cal meetings in this country, I have cases documented in studies, in 
which I have demonstrated this point. Chemists and executives in 
this country—and when I was in the industry I must admit I was 
guilty of the same thing—really do not look much at the foreign 
market. What we are really primarily interested in is serving the 
domestic market.

One of the witnesses said this morning that his company's main 
interest is in the U.S. market. Well, that has traditionally been the 
case. What typically happens is that a company builds enough capacity 
to serve the U.S. market and tends to overlook foreign markets. I did 
that when I was in the chemical business and some of the companies 
that I consult with, and advise now have a similar tendency to overlook 
foreign markets. My advice to them is: Don't overlook foreign markets. 
They are large and growing.

We have a competitive capability in a number of products and if our 
producers provided ample capacity in their plants, U.S. exports would 
be even greater than they are.

There are a number of products where U.S. producers have had to 
actually ration the product in this country because they misestimated 
the amount of market growth in this country and misestimated the 
amount of foreign exports. They ended up without enough capacity, 
so rationing resulted.

It all goes back to the domestic manufacturers putting much greater 
emphasis on the domestic market.

To come back to your question as specifically related to the chemical 
industry, I think the industry has a very fine record in the export 
market. Their efforts have been concentrated in newer products and 
large-scale, continuous-process chemicals. First quarter results this 
year are just phenomenal. Exports are up almost 50 percent more than 
they were in the first quarter of last year.

With your permission, I would like to have put into the record a news 
item published in the "Oil, Paint, and Drug Reporter." This publica 
tion is the chemical marketing newspaper which reports on various 
developments in the industry. This article contains a report of the 
U.S. first-quarter trade hi chemicals. As I said before, the. increase in 
exports over last year is just phenomenal. Imports were up some, but 
nothing like exports. Exports of chemicals went up four times as much, 
dollar-wise, than our imports did.

(The news item referred to follows:)
[From the Oil, Paint, and Drug Reporter, May 4,1970] 

CHEMICAL INDUSTRY UP IN ITS EXPORTS, IMPORTS

The chemical industry racked up a major increase in foreign trade during the 
first quarter of this year over the corresponding period of 1969, according to 
preliminary estimates prepared by the Bureau of Census.

The, first three months of 1970 saw chemical products with a value of $1,015.3 
million flowing out of the country, as compared with last year's export value of 
$660.4 million.

Imports for the comparable periods were $347.2 million and $257.8 million, 
making a combined foreign trade total of $1,365.5 million for the period January- 
March 1970, and $918.2 million for the corresponding three months a year ago.

Chemical exports during March fell from those of February to a value of
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$318.4 million from the $348.8 million level a month earlier, but were still well 
ahead of the March, 1969 value of $281.3 million.

Chemical imports also declined between the two months, but only slightly from 
$115.4 million in February to $113.8 million in March, but were still ahead of the 
$103.1 million figure recorded for March a year ago.

Foreign trade as a whole was also down in March, with the surplus receding 
to $165.4 million from the big February surplus of $372 million. March exports 
were down from the record high of $3,628 million in February to $3,379 mil 
lion in March, while imports dropped from $3,379 million to $3,214 million.

For the first quarter as a whole, the merchandise trade balance was at a 
seasonally adjusted annual rate of $2.4 billion, compared with a rate of $2.2 bil 
lion in the fourth quarter and $1.3 billion for the entire year 1969.

Mr. PETTIS. I draw the conclusion from what you are saying that 
really most of the exports are new products where the customer 
comes and1 beats on our door, and what we really need is a more ag 
gressive marketing program to sell some of the standard products. Is 
that a fair conclusion ?

Mr. STOBATJGH. Well, there are two types of products that we have 
a comparative advantage in. One is newer products. There, as I said 
before, our major emphasis is on the domestic market. I talked with a 
company a couple of days ago which developed a new product. Their 
sales in this country of this product are $100 million. I asked them if 
they had started going to the export market yet. They said, "No, first 
we are marketing it in this country. Sooner or later we will get around 
to the export market."

A more aggressive sales program and more aggressive thought about 
the existence of the foreign market would certainly help our exports.

Now, the other major category that we have an advantage in are 
products of large-scale plants. One example is styrene monomer. Dow 
Chemical Co. and Monsanto are the two major manufacturers in this 
country. Two years ago Dr. Davis told this committee that the largest 
styrene monomer plant in the world was at that time being built in the 
Netherlands.

But the United States is still ahead of the Netherlands on plant size. 
A couple of days ago the Monsanto Co. announced plans for a styrene 
monomer plant that will be by far the largest in the world. On those 
type products where there are very large economies of scale, we are 
going to continue to be a major factor in the world export market. 
These are standard commodities that sell on the basis of price. A 
fraction of a cent a pound is very important.

These sales are recorded as sales in U.S. export statistics. In the main, 
they are sales between one branch of a multinational enterprise and 
another branch of a multinational enterprise. Very often some major 
U.S. companies use their U.S. f acilities to supply standardized com 
modities—these where large economies of scale are important. They 
use this as a kind of swing plant to serve various places in the world.

The lower tariffs abroad help make U.S. supplies competitive in 
delivering a product. The importance of exports of these stand 
ardized products, such as styrene monomer, is evidenced by the very 
large program that the manufacturers of these products have under 
taken, and campaigned for, in order to get free access to foreign petro 
leum raw materials. They know that in these mature type products 
every fraction of a cent is important in the export market. Of course, if 
a fraction of a cent due to lower raw material cost is important, then a
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fraction of a cent due to lower tariffs in the foreign market is equally 
important.

Mr. FETUS. I have no other questions, Mr. Chairman.
Mr. WATTS (presiding). Any further questions ?
Mr. BTJRLESON. Mr. Chairman, I want to ask the doctor this question.
Where do the free trade zones fit into this picture? You were an 

adviser to the President's Cabinet task force on the oil imports con 
trol program. Where do the free trade zones for your feedstocks in 
petrochemicals fit into this picture? And does that not affect this 
whole structure as they are expanded ?

Mr. STOBATJGH. The free trade zone concept is a relatively old one, 
but it really came into the news in the early 1960's when U.S. chemical 
companies asked for access to foreign raw materials outside U.S. 
quotas. These producers wanted to be able to import petroleum raw 
material for $2 a barrel instead of having to pay $3.50 a barrel for 
domestic produced petroleum.

Mr. BTJRLESON. You would like to import it for nothing, really, 
wouldn't you ?

Mr. STOBATJGH. The U.S. chemical producers assert that the world 
market price is $2i per barrel for petroleum, and the Europeans get it at 
$2, but they have to pay $3.50 in the United States. So they argue that 
the reason they have to pay $3.50 per barrel in the United States is 
because the U.S. quota system on oil imports keeps the U.S. domestic 
market price at $3.50 a barrel compared with the world market price 
of $2 a barrel.

Mr. BURL/EBON. I disagree with you. It does not keep it at $3.50. 
That is just the price. The oil import program does not keep it at any 
certain price at all. What keeps it, is Government regulation, mainly. 
I would not agree that it is an open competitive market.

Mr. STOBATTGH. May I change my statement slightly and see if 
you will agree with it ?

Mr. BTTRLESON. I guessed you would change it.
Mr. STOBATJGH. I would like to change my statement to say that, 

if the United States had no oil import quota, the price of crude oil in 
this country would be lower than it is now.

Mr. BURLESQUE Therefore, if we cut off all oil imports, as I under 
stand what you are saying^ as related to the 12.2 production in this 
country, then the oil produced domestically would be cheaper than it is 
at the present time ?'

Mr. STOBATJGH. Not at all. I am sorry we are not having a meeting 
of the minds.

Mr. BTTRLESON. I don't think so.
Mr. STOBATJGH. Let me back up and say that there is an oil import 

program that sets quotas on U.S. imports. Those quotas are set as 
a percentage of refinery runs. Nominally, at 12.2 percent, even though 
there are exceptions, so that the actual percentage is higher than 12.2 
percent. But if that program were changed so that there were no tariffs 
or no quotas of any kind on foreign crude oil or foreign-made petro 
leum products, then any consumer in the United States could import 
any foreign petroleum product or raw material he wanted and the price 
of crude oil in the United States, the price of domestic crude oil, would 
be less than it is today.
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Mr. BTJRLESON. And we would be depending on foreign sources of 
supply.

Mr. STOBATTGH. Excuse me. Do we agree on my statement that if we 
did not have an oil import control program that the price of U.S. 
crude oil would be lower than it is today ?

Mr. BURLESON. That is entirely possible for the short period. But 
the longer range period, when you didn't have a supply in this country, 
the price would be set by foreign producers and you would not know 
what it would be. Would you agree to that? Whether it is oil or 
feathers or flyswatters, it would be all the same, would it not, if that 
situation existed ?

Mr. STOBATJGH. You say "set by foreign producers." What it would 
be set by is competitive conditions in the world oil market.

Mr. BUKLESON. If we did not have any domestic production, there 
would not be any competition from overseas.

Mr. STOBATJGH. Is there any competition in Europe today ? In Eu 
rope, domestic production is almost non-existent.

Mr. BTJRLESON. Their competition comes from our own producers 
in the Middle East in that area, that is all.

Mr. STOBAUGH. And we would still have those producers if we did 
not have an oil import program.

Mr. BuRkEsox. We would still have those producers, but we would 
be dependent on them.

Getting back to the petrochemicals, the free trade zones, if we in 
crease the free trade zones in the United States for the importation 
of feedstocks for the petrochemical industry for export, then would 
not this affect the whole structure as it presently exists in the tariffs 
and quotas, either of them or both ? Would it or would it not, and I 
won't belabor the question.

Mr. STOBATJGH. First, the chemical industries are not necessarily 
asking for free trade zones. They are willing to take ,a segmented oil 
import program. So it is not necessarily related to the concept of a free, 
trade zone.

Secondly, my estimates are that if the chemical industry were given 
access to all of the foreign raw materials that they wanted, and their 
byproduct materials could not go into the U.S. fuel markets, that the 
effect on the U.S. petroleum industry would be negligible. This is be 
cause chemical feedstock consumption is very small compared with the 
size of the U.S. fuel industry. So you are talking about a relatively 
small percentage of the U.S. oil industry being affected by imports 
for chemicals. But to the chemical companies, it is an important item.

Mr. BTJRLESON. Just this one further thing, Mr. Chairman, and I 
will be through.

Would you be willing for the feedstocks which come into the free 
trade zones—and I know they are limited at the present, but there are 
applications all over the place for free trade zones, as you know— 
now if we get a great many of them, would you be willing to recom 
mend—and I know you are not making this decision—that the feed 
stocks come within the 12.2 quotas ?

Evidently you are opposed to quotes anyway, but under the present 
structure.

Mr. STOBATTGH. Excuse me. I think you are putting words in my
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mouth and giving me a position that I have not publicly stated. 
My report for the Cabinet task force did not recommend anything. 
The Cabinet task force happened to have recommended a change in 
the petroleum import rules for the United States. I was not a member 
of that task force. I did not make recommendations. They came to me 
as nominally a petroleum chemical and chemical expert and asked, 
"Would you prepare an objective study for us ?"

It is the same type of request I got from the American Importers 
Association 3 years ago. They said, "Will you prepare an objective 
study?" I said, "Yes."

I prepared an objective study for the President's Cabinet task 
force. I did not give any recommendations in that study. I said, '"If 
you change the rules to enable the chemical companies to import raw 
materials, this wolud be the effect on the U.S. petrochemical industry. 
Here is this effect compared with the size of the oil industry." This is in 
a 98-page study, and I would like to send you a copy of it if you are 
interested in the subject.

Mr. BTJRLESON. I doubt very much if I would know a great deal 
more about it—and this is not a reflection on you, it is on me—if I 
had the study.

Thank you very much, Doctor..
Thank you, Mr. Chairman.
Mr. WATTS. Are there any further questions ?
If not, thank you very much for your presence.
Mr. WATTS. We have a distinguished colleague of ours here, _Con- 

gressman Fish, who desires to introduce the next panelf I understand. 
Come around, Congressman Fish. f -,?.

iV. ~C-.

STATEMENT OF HON. HAMILTON PISH, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK

Mr. FISH. Mr. Chairman, it gives me a great deal of pleasure to 
introduce this panel to you, composed of Mr. Julius Goldman, who I 
understand will speak first; Mr. Alison Webb and Mr. James W. 
Monks, a dyestuffs manufacturer from Poughkeepsie, N.Y., followed 
by Mr. Ernest M. May.

I commend the testimony that these gentlemen will give to your 
committee very highly.

Mr. WATTS. Thank you very much for presenting them. I assume 
the reporter has their names and in what capacity they appear. You 
may proceed as you wish.

STATEMENT OF JULIUS GOLDMAN, MARKETING MANAGER, IN 
DUSTRY SALES, TENNECO COLORS DIVISION, TENNECO CHEMI 
CALS, INC.; ACCOMPANIED BY MICHAEL T, CRIMMINS, COUNSEL

Mr. GOLDMAN. Mr. Chairman and members of this committee: 
My name is Julius Goldman. I am marketing manager of industry 

sales for Tenneco Colors Division, Tenneco Chemicals, Inc. With me 
today is Michael T. Crimmins, an attorney for the corporation.

We manufacture dyestuffs, dye intermediates, and pigments. Our 
plants are located in Evading, Pa.; Belleville, N.J.; Paterson, N.J.;
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Beaufortj S.C.; and Evanston, 111. We maintain technical laboratories 
and distribution centers in Charlotte, N.C., and Dalton, Ga.

We employ approximately 500 people, and our payroll runs in excess 
of $3 million per annum.

My purpose in appearing before the committee is to recommend the 
retention of American selling price (ASP) valuation on imports of 
dyes and dye intermediates for determination of duties. Our company 
presented its views on ASP to this committee on June 28, 1968. Our 
recommendation then was a breathing spell for the American dye 
industry in order to study the effects of the Kennedy round before 
moving on the abolition of ASP.

Imported dyes and dye intermediates received the maximum duty 
reduction allowance of 50 percent stipulated under the Trade Expan 
sion Act of 1962. The Kennedy round declared that rates on dyes went 
from 40 to 20 percent, and dye intermediates from 25 to 121/2 percent. 
Certain dyes and dye intermediates were reduced 20 percent during the 
Dillon round, which took place during the 1960-61 tariff conference. 
At that time, there were 85 dyes and 45 dye intermediates that were 
reduced from 40 to 32 percent on the dyes and from 25 to 20 percent 
on the dye intermediates. The 50-percent reduction during the Kennedy 
round further reduced these dyes from 32 to 16 percent and 20 to 10 
percent for the dye intermediates. These certain dyes and dye inter 
mediates were actually reduced 60 percent since 1961. Without ASP, 
the duty reduction on these products would be 75 to 80 percent in 
actuality.

All other dyes and dye intermediates would be subject to a further 
duty reduction of approximately 20 percent if ASP were eliminated. 
Added to the Kennedy round duty reduction of ,50 percent this would 
give these dyes and intermediates a 70-percent duty reduction.

We still maintain, as we did then, that ASP should be retained. We 
do not feel it has been a deterrent to the growth of imported dyes and 
dye intermediate sales in the U.S. market. To the contrary, our balance 
of trade in synthetic organic dyestuffs, went from a surplus of $8 
million for the year 1964 to a trade deficit of $30 million for the year 
1969.

If you were to consider export sales under the AID program and 
deduct these amounts from actual exports, the net result would show 
a surplus of $1,400,000 for the year 1964 to a trade deficit of $34 million 
for the year 1969. This is shown in the following exhibit A.

EXHIBIT "A".-BALANCE OF TRADE-DYESTUFFS INCLUDING AID SALES 

[In thousands)

1964 1965 1966 1967 1968 1969

Exports.. —— . ——————————————

Trade balance. ___ ____ _

AID sales.. — .. _____ ————— ....

___ $33,000
— — . 25,000
__ .._ 18,000

....— 6,600

....— 26,400
__ ... '1,400

$31,000
31,000

7,600
23,400
z?,600

$34,000
41,000
2 7, 000

9,000
25, 000

2 16, 000

$32, 000
35, 000

2 3, 000

4,000
28, 000
!7,000

$35, 000
50, 000

' 15, 000

2,000
33,000

2 17, 000

$33,000
63,000

230,000

4,000
29,000

234,000

1 Surplus. 
» Deficit
Source: U.S. Department of Commerce reports imports (FT 135); exports (FT 410).
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Exports of dyestuffs have remained the same from 1964 through 
1969 including AID sales. Without AID, exports have increased ap 
proximately 10 percent for the entire 5 years. However, imports of 
dyestuffs have increased 150 percent during the same period.

In 1966, our company began construction of a dye intermediate 
plant in Beaufort County, S.C. Dye intermediates are organic chemi 
cals used as raw materials in the process of manufacturing dyestuffs. 
We were aware at that time of the competition of foreign dye inter 
mediates. However, we didn't realize how extensive the competition 
would become.

Our original product line was to consist of 30 or so products which 
would be manufactured in several phases. However, it didn't take us 
too long to learn that on many of these products delivered, duty paid 
import prices were being offered that were close to our actual cost 
of production, leaving us very little margin for profit, if any.

I would like to present a list of products which were to make up 
the major part of our total production tonnage in Beaufort, and indi 
cate the startling increase in import penetration from 1964 through 
1968, the latest year Tariff Commission figures are available for im 
ports of benzenoid chemicals and products. This list is the following 
exhibit B.
EXHIBIT "B".-VARIOUS DYESTUFF INTERMEDIATES IMPORT INFORMATION FOR YEAR 1964 VERSUS 1968 AND

SHOWING RATE OF INCREASE

Product Year 1964 
(pounds)

57,359
187,425
58, 378
19,566
25,351

131,042
229,433

16,518
50, 130
92,645
68,665

Year 1968 F 
(pounds)

7CO AQJ

494,534
251,524
49,124
« QQ7

453,994
302,666
203,137
147,080
284,856
273, 211

'ercent rate 
of increase

342
164
331
152

42
246

31
1,130

193
207
298

Please note, that the year 1968 represents the first of five staged re 
ductions in duty under the Kennedy round, and a further increase in 
import volume on these products can be expected in future years.

This tremendous import penetration is at very low prices. Many of 
these products have foreign export values representing approximately 
50 percent of the American selling price. This price advantage is no 
doubt due to foreign manufacturers having lower labor costs, Govern 
ment assistance in export tax rebates, and advantages of higher vol 
umes and market separation possible under a cartel system. This forced 
us in many cases to lower our selling prices in order to meet this for 
eign competition. It reduced our gross profit and rate of return on in 
vestment to a point much lower than our prediction of 1966.

We were not the only casualties in this import squeeze. We were 
quick to notice that other domestic producers began eliminating some 
of these products from their line. In certain cases, this left Tenneco 
Colors as the only domestic producer. If we were forced to drop these 
products from our production line, the result would be that foreign
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producers could control the intermediate prices. This could lead to a 
situation where UiS. dye producers would be subject to unusually high 
prices on intermediates and as a result be unable to compete effectively 
in the sale of end products.

It is interesting to note that in July of 1966, the Tariff Commission 
in T.C. Publication 181 stated: "Foreign dye producers supply 
(through imports or production in their U.S. plants) about one-third 
of the U.S. dye market (in terms of value), and imports consist pre 
dominantly of intracompany transfers between foreign dye producers 
and their U.S. subsidiaries." If you consider the growth of dye and 
dye intermediate imports since 1964, as well as the increase in textile 
products coming into the United States fully dyes, this figure would be 
closer to 50 percent of the U.S. dye market. Here again, this has all 
taken place under ASP valution of imports.

CONCLUSION
Gentlemen, should we not examine the results of the impact of the 

Kennedy round reductions before proceeding to further changes in our 
tariff structure ?

We would like to refer to a Presidential press conference of March 5, 
1969 relating to President Nixon's European trip. In answer to a ques 
tion regarding the discussions he had with our European friends on the 
problems of international trade, his reply was as follows:

The Europeans are concerned about some of what they think are our restric 
tions in the trade area. For example, they talk about the American selling price, 
and they talk about the "Buy American" programs. I pointed out that many of 
our congressional people as well as American businessmen were concerned about 
border taxes and other devices which we thought presented a problem.

As an American businessman, the main problem faced by our indus 
try is the pressure induced by the already negotiated tariff cuts on im 
ported dyes and dye intermediates.

Gentlemen, once again, we recommend a pause to study the effects 
of the reductions under the Kennedy round before rushing into any 
further cuts which the dyestuff and dye intermediate industry is un 
able to afford.

Our plants in Belleville, Paterson, Beaufort, and Eeading provide 
approximately 500 jobs to wage earners whose skills have been accumu 
lated over the years, many of whom have little demand for their 
talents elsewhere. The jobs of these men and the welfare of their fami 
lies depend in large measure on your foreign trade posture.

Thank you for your time and courtesy.
Mr. WATTS. Thank you very much for your very fine presentation. 

Who is next?

STATEMENT OF ALISON WEBB, DIRECTOR OF MARKETING, 
CHEMICAL DIVISION;, GAF CORP.

Mr. WEBB. Mr. Chairman, I am Alison Webb, Director of Market 
ing of the Chemical Division, GAF Corp.

Mr. E. K. Cowherd of GAF, in testimony before you in June of 
1968, made certain statements about our dyestuff and pigment busi 
ness. As background information, I believe some of the points he raised 
are worth repeating because many are still relevant today.
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1. In the past several years GAF's net sales of dyestuffs and pig 
ments have averaged over $40 million per year. This makes us one of 
the largest producers in the United States.

2. We have dyestuff and pigment plants in Linden and Paterson, 
N.J., and in Rensselaer, N.Y., representing a capital investment of $45 
million.

3. In the dye and pigment area, GAF has approximately 1,700 em 
ployees with an annual payroll of $14 million. The average employee 
in these plants has worked for GAF for more than 15 years and his 
average age is 45. Obviously, layoffs or terminations due to product 
cutbacks could be especially serious for these employees.

4. Our dye and pigment manufacturing operations are not only of 
paramount importance to my company but are very important to the 
local economies of the communities in which they are located. In addi 
tion to its payroll, GAF pays substantial State and local taxes and 
makes purchases in the surrounding areas of approximately $6 million 
annually.

5. GAF also has chemical operations at Linden and Rensselaer and 
other chemical plants at Calvert City, Ky.; Chattanooga, Tenn.; 
Huntsville, Ala.; and Texas City, Tex. In all, we operate manufactur 
ing and research facilities at more than 50 sites in 26 States.

Although only three of these plants produce dyestuffs, the tech 
nology involved in the manufacture of many of GAF's chemicals and 
other products is not only an outgrowth of dyestuff related research, 
but it contributes substantially to these operations.

6. As a consequence, GAF, its employees and the communities in 
which it operates have a vital interest in any proposed legislation 
that materially affects its dyestuff and pigment operations.

Since Mr. Cowherd's testimony in 1968, we have now had the ex 
perience of three 10 percent reductions in duty on benzenoid chemicals. 
Suffice it to say that the effect of these reductions alone are of serious 
concern to us. When we think of the effect of the further reductions 
contemplated, we can only view the elimination of American selling 
price basis for tariff evaluation as a complete disaster for our dyestuff 
and pigment business.

In 1968 we made a comprehensive study to determine the effect of 
the Kennedy round and separate package on our dyestuff and pigment 
business.

In the study we selected 204 of our products which we believed were 
most representative of our dyestuff and pigment business. Each of 
these products was individually assessed to determine, in the best 
judgment of our marketing staff, to what extent a 50 percent reduction 
m the duty would result in lower prices and loss of sales.

The products chosen for this analysis included items of varying 
degrees of profitability. Our analysis was in accord with predictable 
market conditions and our past experience. On the basis of our anal 
ysis at that time we concluded that profits from the business would 
drop roughly 80 percent from the Kennedy round alone.

Unfortunately, our predictions made then are becoming all too 
accurate. For example, although we are only three-fifths down the 
road on duty reduction, an important segment of our dye and pigment 
business had a loss of over $1.5 million before taxes in 1969.

46-127 0—70—pt. 12———17
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To go on further, it was started in June of 1968 that we had a line 
of more than 1,600 dyestuff and pigment products. We have had to 
eliminate over 200 of these and the end of our withdrawals is nowhere 
in sight.

These withdrawals on our part are the results of facing up to the 
reality that we can no longer afford to provide the broad range of 
products in the face of ever increasing foreign competition. American 
selling price has not been a bar to foreign competition at all in doing 
an increasing share of business in the United States in the color area. 
It is a published fact that the imports of dyes reached $33.7 million 
in 1968, an increase of 44 percent over the previous year. OAF sales, 
on the other hand, dropped 4.1 percent.

The ASP basis has been called by many names—mostly meaning 
unfair to our friends in the world market. A look at the record clearly 
shows that ASP as a basis for tariff calculation has not hurt the im 
port of dyestuffs and organic pigments which have advanced from 
$5.4 million in 1957 to $33.7 million in 1968. Many U.S. corporations 
could wish for such a growth rate.

I think it is revealing to recite to you the example of the copper 
phthalocyanine blue base, an area in which GAF has a sizable in 
vestment and position. This product was imported from Japan in 
amounts of approximately 1 million pounds in 1968. The figure doubled 
to 2 million pounds in 1969 and through the first quarter of 1970 is 
running at an annual rate of 3.6 million pounds. Needless to say, our 
prices of this product have dropped from $1.15 in 1967 to $1.04 in 
1970 in spite of substantially rising costs.

In 1969, we were forced to shutdown one of our dyestuff manu 
facturing units of our Linden plant because of its unprofitability. 
This has necessitated a termination of employees who could not be 
placed in other units at the plant. The closing of this unit represents 
a writeoff of $2,038,000 against our profits.

As is the case with other large chemical companies, GAF is making 
heavy investments in environmental control efforts. Naturally, this 
can only be done on profitable segments of our business. If the return 
is not there, our decision will have to be to close down such operations.

Because of the investment needed to be made now, parts of our 
dyestuff and pigment business may not last for the total 50-percent 
reduction in duty, not to mention the possible elimination of Amer 
ican selling price.

We had occasion a short time ago to consider some dyestuff business 
in Canada through our subsidiary, Chemical Developments of Canada, 
Ltd. Some seven dyestuffs were looked at; all profitable at this time 
for GAF to make and sell in the United States. The details of this 
examination are as follows:

Brill, Cruceine 3 BA. ___ ......
Phen. F. Scar. 4BS__ ................. .. .......
FSTL Red 4B...... ...................................
Nap. Blk. 10 BR Cone.. _ .......... . .
Phen. E Blk. E-200........... .........................
Acid Orange XX..........................................

CDLC 
buying at

JO. 99
. .. ................ 1.09
...................... .90
...................... 1.02
...................... .57
...................... .68
...................... .38

U.S. list 
price

$2.94
3.07
2.61
2.68
1.95
1.32
1.14
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In all instances the prices necessary for us to compete against other 
importers in Canada were not only 'below our full manufacturing 
costs, but, in fact, below our out-of-pocket costs. Chemical Develop 
ments of Canada has been quoted these prices by companies that want 
the elimination of American selling price. This is the situation that 
will prevail in the United States with the elimination of American 
selling price, make no mistake about it. We are on the road to it 
right now with the 50-percent reduction in duty. The importers of 
foreign dyes will have another Canada for their wares, only this time 
it will be the largest consumer of color in the world, the United States.

We at GAF are not protectionists. We are an international com 
pany with subsidiaries and affiliates in many parts of the world, and 
we think of ourselves as freetraders. But we must be practical. We 
are in business to earn a profit for our shareholders, provide income 
and security for our employees, and to supply products to our 
customers.

We want the record of these proceedings to show that if the pro 
posed legislation is adopted, it will make it impossible for GAF to 
continue manufacturing many of its dyestuffs and pigment products 
in the United States.

If you think it is important to maintain a healthy and prosperous 
chemical and dyestuff industry in the United 'States, we urge you to 
reject the administration proposal.

Thank you, Mr. Chairman and members of the committee.
Mr. WATTS. Thank you very much for your statement.
The next witness?

STATEMENT OP JAMES W. MONKS, PRESIDENT, BERNCOLORS- 
POUGHKEEPSIE, INC.

Mr. MONKS. I am James W. Monks, president of Berncolors- 
Poughkeepsie, Inc. Our plant and office is located in Poughkeepsie, 
N.Y. We are a manufacturer of azodyes, all of which are made by 
the batch process method. We have been at our present location since 
the company was founded in 1907. We are noted for our manufactur 
ing of picramic acid colors.

We are probably the smallest manufacturer of dyes in the United 
States today, with over 90 percent of our dyes going to comanufac- 
turers and distributors within the United States; the rest being sold 
directly to the mills and processors in the New York metropolitan 
area. We are the exclusive manufacturer of many of our colors, 
but since our foreign competition does not publish a list of manu 
factured items, we have no information as to whether our dyes are 
made outside the United States.

All of our dyes are manufactured on an individual batch process 
method, which incurs a high labor cost. Approximately one out of 
every seven dollars goes into direct factory labor for the manufactur 
ing of our dyes. The average value of the cost of raw material for 
our products is 45 percent of the American selling price. We have 
been asked to quote on a few of our colors for export in competition 
with foreign manufacturers. In each case we were notified that our 
price was completely out of line with the foreign price. Also, the
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foreign delivered price was lower than our raw material cost alone; 
exclusive of all other manufacturing costs.

The greatest majority of our colors are used for the dyeing of wool, 
which over the years for our products has become a steadily declining 
market. Due to the tremendous amount or imported finished woolen 
goods, all of the new colors added to our line over the past few years 
nave been included, because the major manufacturing companies have 
been forced to discontinue production of these specific items. This 
curtailment of production has been caused by a drop in volume below 
a profitable manufacturing level. In many instances, when they have 
discontinued their production of dyestuff, they have also discontinued 
the production of intermediates for dyes. In order for us to manu 
facture them, we have been forced to go to imported intermediates 
so as to remain in the market. It is beginning to look as if we will be 
almost totally dependent upon imported intermediates for our source 
of raw materials in order to continue to make many of our dyes. This 
puts us at the mercy of our foreign competition.

The Kennedy round negotiation gave a 50-percent cut in duties. 
We feel that because foreign domestic selling prices are a fraction of 
our prices, they would be receiving another 50-percent cut in duties. 
Since the amount of duty charged would be based on the free on board 
value of a product—controlled solely by the country in which that 
product is produced—the United States would have no control over the 
amount of duty charged on a given item. Most of the foreign producers 
have sales agencies in this country, which means they are free to deter 
mine where they wish the profits to end up. They can lower the price to 
this country, thereby lowering the duty; in addition, this gives them 
a greater advantage in cost control enabling them to lower their selling 
price to the American market.

We agree that dyestuffs are a unique problem, and feel that for 
this reason the American selling price should be left as the basis of 
duty. We believe that it is the one true method of imposing a tariff. 
It is probably the simplest means to handle from a customs viewpoint ; 
since the duty remains constant as long as the American selling price 
remains constant. It also means that every importer pays the same 
duty on the same given item of equal strength; which means in turn 
that every importer pays the same duty regardless of the origin or 
country or foreign market. ASP is a proper basis of taxation, especi 
ally when the tariff is admittedly a protective one.

We cannot compete at this time on the world market except where 
the goods are specified under the AID program. We, therefore, feel 
that ASP must remain in effect if we are to continue to remain 
competitive in our own domestic market.

Thank you for allowing us to present our side in this matter. This 
concludes my presentation.

Mr. WATTS. Delighted to have you and your information. Our next 
witness is Mr. May.

STATEMENT OP ERNEST M. MAY, PRESIDENT, OTTO B. MAY, INC.

Mr. MAT. Mr. Chairman, I am Ernest M. May. Before proceeding 
with my statement, which I will paraphrase, I would like to introduce 
a few comments on the record on the proceedings up until now, if that 
is permissible.
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Mr. WATTS. It certainly is.
Mr. MAY. The first comment I have has to do with the Kennedy 

round negotiations themselves. I was technical adviser to the Office 
of Special Kepresentative for Trade Negotiations and one of the 
first tasks that was asked of. the chemical industry in 1963 was the 
question: What do you want to get out of the Kennedy round?

We had a meeting and researched what the various major companies 
and smaller companies in the industry would like and .we came down 
to Washington and presented our findings to the International Trade 
Section of the Department of Commerce.

Our conclusions were that nontariff barriers were the main impedi 
ments to American exports and we presented a very, very well docu 
mented case which was very well received and we hoped that these 
items would appear on the agenda.

To my disappointment, in subsequent years I have found that the 
excluded nontariff barriers and only tariffs were to be discussed in 
Geneva in the Kennedy round. This, I think, contributes to some of 
the dismay with which your committee finds itself now as impediments 
to our exports.

The second comment I would like to make for the record has to do 
with the organic chemicals group of the American Importers Associa 
tion. Who are they? Of the 16 members of the group, six are sub 
sidiaries of German firms. Five are subsidiaries of the former I. G. 
Farben, BASF, and Hoescht. One is the Deutsche Gold und Silber 
Scheide Austalt, which means the German Gold and Silver Separation 
Facility. Two are subsidiaries of major French firms, one is a sub 
sidiary of Montecatini, the major Italian chemical manufacturer, and 
one is a subsidiary of ICI in England.

These compose 10 of the 16 members of the American Importers 
Association.

A list of the 16 members is as follows:
AMERICAN IMPORTERS Assoc.

ORGANIC CHEMICALS GROUP

German—American Hoechst Corp.; American Roland Corp. 
German—BASF Corporation 
Italian—Chemore Corporation- 
German—Degussa, Inc.; Fallek Products 
French—Francolor, Inc.; Henley Co.
British—ICI (America) ; Kane Import Co.; Knoll Fine Chemicals, Inc. 
Germany—Naftone, Inc. 
French—Rhodia, Inc.; S.S.T. Corporation 
German—Sou-Tex Chemical Co. 
German—Verona-Phanna Chemical Co.

Mr. MAY. In their testimony that they set forth, they complain 
that the power to set tariffs would be with the American producers 
because of American selling price. I would like to remind you that 
prices are set in this market subject, to the antitrust laws of our coun- 
.try whereas abroad we find that the major dye producers have been 
convicted of cartel action by reason of dividing markets and setting 
prices.

Now I will go to my statement, sir.
I am Ernest M. May, president of Otto B. May, Inc., a dyestuff 

manufacturing concern founded by my father. Our plant is in Newark,
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N.J., where we have been active in business and community affairs 
since 1920.

I was technical adviser for the dye industry to the Office of Special 
Eepresentative for Trade Negotiations and provided that Office with a 
complete analysis of the dye industry here and abroad, including 
projections of production and import-export trends.

Our principal product is vat dyes for cotton. It is an extremely labor- 
intensive family of dyes, the fastest available for cotton textile fabrics.

Although small, our company has been innovative in product devel 
opment and production methods. We pride ourselves on the quality 
of service we provide our customers, the blue book of the textile 
industry. We have, for example, designed, built, and placed in opera 
tion the world's only traveling technical service laboratory to solve 
problems at customers' plants.

We are here to oppose the separate package proposal because it would 
have a tremendously adverse impact on our company, innovative and 
enterprising though we are, and because there is no equitable or 
workable substitute for American selling price valuation.

For the products that we manufacture, the separate package ac 
tually provides for an average additional reduction of 47.3 percent 
beyond the 50-percent-duty cuts agreed 'to in the Kennedy round.

Our basis for this statement is simple.
We have received written quotations from manufacturers abroad 

for our line of products. We first calculated in cents per pound the 
duty that would be applicable under American selling price after 
the full 50-percent Kennedy round cut is operative.

Then, using the bona fide price quotations which we obtained from 
abroad, we calculated the duty in cents per pound that would be 
applicable if the separate package were implemented.

The duties calculated from American selling price and separate 
package were averaged out for the dyes that comprise one-half of our 
product line—55.7 percent, to be axact. The average additional 
reduction, as a result of the separate package, worked out to 47.3 
percent.

The remaining one-half of our manufactured product line is made 
up of specialty items that are not presently manufactured abroad. 
But they could be, and we believe that if they were, the same 
discouraging statistics would apply.

Here I might add that in the converted rates that the Tariff Com 
mission published, they used their own statistics and not those that 
were presented by us and others which showed that the actual export 
prices were considerably lower than the ones that they used, so that 
their conversion is on the very, very conservative side.

If the separate package is enacted, our company would be critically 
affected. We would be forced to substitute imported products in semi 
finished stages for our own manufactured products, causing us to 
discontinue some of our present manufacturing operations. Based on 
current estimates, we would discontinue about one-half of our present 
manufacturing operations. This curtailment would mean the 
elimination of jobs, primarily among hourly rated workers.

At our Newark plant, we employ 218 people. Our average annual 
pay in 1969 was $8,711 per employee.

Of our work force, 77 percent is black, and of this number, 36 percent
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is part of our salaried, supervisory work force. Thanks to on-the-job 
training received in our plant, these people have advanced to 
responsible positions in manufacturing, production control, and 
supervision.

The Nation, the State of New Jersey, and the city of Newark in 
particular, cannot afford the loss of these jobs by these men.

We do not think it is fair, moreover, to call upon us to accept a 
duty cut of nearly 50 percent on top of a 50-percent cut which has 
already been achieved under the Kennedy round.

The volume of imports is increasing in our field and will continue 
to increase until the last of the duty cuts becomes effective in 1972. At 
this point, competitors abroad will merely have to decide which of 
our products they want to replace, and knock them off one by one, as 
their production capacity is increased.

Imports and foreign controlled manufacture already account for 
50 percent of dye consumption in the United States. Isn't this enough ? 
It is more than enough. What this country needs today is not a 
"second" giveaway package, but a second look at its foreign trade 
policy and the determination to bring it in line with the realities of 
international competition in the world marketplace.

Thank you, sir.
Mr. WATTS. Thank you very much. Who is your next witness?
Mr. MAT. We are all through.
Mr. WATTS. All I can say is that you have made a fine presentation.
Mr. MAY. Thank you, sir.
Mr. WATTS. I think rather than talking about doing away with the 

AS'P, we had better expand it and put a few more items under it, 
because that seems to be the only thing we have that preserves any 
thing for our industry. I guess if our shrewd traders that have been 
trading for us had the authority, they would have already done a~way 
with it, would they not ?

Mr. MAT. Yes, sir; that is what they determined they would do.
Mr. WATTS. They have not had the authority up to now, and I am 

glad they have not had the opportunity to give the foreign producers 
a bonus out of our profit.

Mr. MAT. Thank you, sir.
Mr. WATTS. Thank you very much.
Mr. WATTS. The next witness if Mr. Lloyd Phillips.
Identify yourself for the record and the people who are with you, 

sir.

STATEMENT OF A. LLOYD PHILLIPS, ON BEHALF OF AN AD HOC 
COMMITTEE OF U.S. DYESTUFF PRODUCERS; ACCOMPANIED BY 
THE EXECUTIVE COMMITTEE OF THE AD HOC COMMITTEE: 
CHARLES PALMER OF SOUTHERN DYESTUFF CO.; BERMAN 
UHLER OF BLACKMAN UHLER CHEMICAL DIVISION; HARRY 
GORTON OF AMERICAN ANILINE PRODUCTS, INC.; AND EUGENE L. 
STEWART, COUNSEL

Mr. PHILLIPS. Mr. Chairman and members of the committee: 
I am A. Lloyd Phillips, president of American Aniline Products, 

Inc. and as spokesman for an ad hoc- committee of U.S. Dyestuff Pro-
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ducers. I am accompanied by an executive committee of this ad hoc 
committee consisting of Mr. Charles Palmer from Southern Dyestuff 
Corp., Mr. Berman Uhler, Blackman Uhler, Harry Gorton from Amer 
ican Aniline and Mr. Eugene L. Stewart, counsel.

The firms which are members of this committee are listed on exhibit 
1 to my statement. Each is a medium to small-sized producer of dyes 
in the United States.

HEAVIEST IMPACT OF REPEAL OP ASP TO FALL ON U.S. DYESTUFF INDUSTRY

/. The heaviest impact of the repeal of ASP will fall on the U.S. dye- 
stuff industry which is highly labor intensive and very import 
sensitive.

The production of dyes is the most labor-intensive sector of benze- 
noid chemical production in the United States. The most severe effect of 
the repeal of ASP will fall upon the U.S. dye producers and their 
workers. The Tariff Commission so advised die U.S. negotiators, and 
they understood that we would be especially vulnerable if ASP were to 
be repealed.

Ambassador Blumenthal, who conducted the negotiations in the 
Kennedy round in Geneva, acknowledged this in an address to the 
German chemical industry: (address by Ambassador Blumenthal be 
fore the European Chemical Industry, Kronberg, Germany, Decem- 
her 8,1966, p. 7)

The Tariff Commission has found that the tariff effect of ASP protection is 
significant only for dyes, certain dye intermediates, and a few drugs and other 
specialty products. These are typically labor intensive, higher priced, bateh- 
produced products. And since labor costs are relatively high in the United 
States, this batch process area of chemical production is an especially sensitive 
one for us.
II. The U.S. dyestuff industry is already highly vulnerable to import 

injury as a result of the 50 percent cut in duties which it sus 
tained in the Kennedy round.

The duty to be paid on imports is determined by multiplying the 
rate by the value. ASP is the rule for determining the value. The rate 
is a separate factor from ASP. The majority of imported dyes were 
subject, pre-Kennedy round, to the rate of 40 percent. This was cut to 
20 percent. No exceptions.

A group of 86 dyes was subject, pre-Kennedy round, to the rate of 
32 percent. This was cut to 16 percent. No exceptions. Two dyes, sul 
fur black and synthetic indigo, were dutiable at a compound rate, 3 
cents per pound plus 20 percent. These were cut to 1.5 cents per pound 
plus 10 percent.

A special group of dyestuff components called fast color salts, fast 
color bases, and naphthol AS and derivatives—which collectively are 
referred to as "azoics"—were subject, pre-Kennedy round, to the rate 
of 3.5 cents per pound plus 20 percent. These were cut to 1.7 cents per 
pound plus 10 percent. No exceptions. Synthetic organic pigments— 
known as lakes and toners—were dutiable, pre-Kennedy round, at 40 
percent. They were cut to 20 percent. No exceptions.

Finally, advanced chemical compounds made in dyestuff plants, 
known as advanced intermediates, were also cut by 50 percent. Most
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of these were dutiable, pre-Kennedy round, at 3.5 cents per pound plus 
25 percent. These were cut to 1.7 cents per pound plus 12.5 percent.

A group of 23 advanced intermediates were dutiable, by name, pre- 
Kennedy round, at 3 cents per pound plus 20 percent. These were cut 
to 1.5 cents per pound plus 10 percent. A second group of 30 advanced 
intermediates, and their salts, were dutiable, pre-Kennedy round, at 
2.8 cents per pound plus 20 percent. These were cut to 1.4 cents per 
pound plus lO.percent. No exceptions.

Few industries had each and every product in its line cut by the full 
50 percent. We did.

The U.S. trade negotiators in the Kennedy round used up every bit 
of the President's authority in cutting duties on dyestuffs and dye in 
termediates by 50 percent. They then entered into the supplemental 
chemical agreement, which they neither had authority to negotiate nor 
to implement, promising to secure the repeal of the ASP value rule, 
the effect of which will be to reduce duties well below the 50 percent 
cut achieved through the reduction in the rates. This is a price asked of 
no other industry. Why ?

This committee has been asked by the present administration to 
ratify the commitment made by the prior administration, which was 
clearly beyond the scope of the authority which this committee and 
the Congress intended in enacting the Trade Expansion Act of 1962. 
It would be wrong to single out our industry to bear the burden of 
bailing out the executive branch trade negotiators from the illegal 
commitment which they sought to make in the supplemental chemical 
agreement. We do not see how the limits which you place on the Presi 
dent's negotiating power can be respected in the future if you rdtify 
the supplemental chemical agreement.
///. The existing system of import duties on dyes has permitted for 

eign producers steadily to increase their share of the domestic 
market, and this trend will accelerate as the remaining stages 
of the Kennedy round tariff cuts go into effect.

According to the Tariff Commission, two-thirds of the dyes sold in 
the United States are consumed by the domestic textile industry. (U.S. 
Tariff Commission, Synthetic Organic Chemicals, U.S. Production 
and Sales, 1967, T.C. Publication 295, Washington, 1969, p. 15.) 

. This coincides with trade information. The total invasion of the 
U.S. market for dyes for the textile industry includes both the dyes 
imported as dyes, and the dye content of textiles imported in a dyed 
or printed state.

The existing system of duties based upon the ASP has permitted im 
ports to increase at a much more rapid rate than the growth in domestic 
shipments or in domestic consumption of dyes. Though the rate of 
growth has been unequal, it has been regulated to a sufficient extent 
by the ASP system of duties so as to permit the domestic industry to 
increase its shipments and employment notwithstanding the steady 
attrition in the share of the market available to domestic producers.

While the domestic producers of dyes would prefer import regula 
tion which maintains their share of the domestic market relative to 
imports, they are able to live with a situation in which they have access 
to some of the growth in the market even though their market share 
declines.
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The experience of the past 8 years demonstrates that the ASP system 
of duties, while operating more generously for the benefit of foreign 
producers than for domestic, does serve to maintain growth in employ 
ment and in domestic production and sales of dyes. Clearly the foreign 
producers have the better of it, but the domestic producers have a 
sufficient position in the market, given the quality of import regula 
tion achieved by the ASP system of duties, to stay alive and to grow 
and thus to protect the present and future outlook of their employees. 
The data in the following table are evidence of these facts.

TABLE 1.—COMPARATIVE GROWTH OF IMPORTS OF FOREIGN-PRODUCED DYES AND OF U.S. EMPLOYMENT AND
PRODUCTION OF DYES, 1961-691

(In numbers of employees, and in millions of pounds of dyes)

Average annual 
percent change

Imports:

Total supply' available for domestic use.

Ratio of imports to total new supply: In

1961

7,969
158.4 
105.7

6.0
4.0 
2.4
6.4

156.3 
104.9

6.1

1965

9,558
190.0 
126.7
10.8
7.2
4.4

11.6
186.4 
125.6

9.2

1967

10, 383
206.4 
137.7

11.8
7.9 
5.8

13.7
206.6 
139.7

9.8

1968

10,801
214.7 
143.2

16.6
11.1 
6.5

17.6
221.1 
149.4
11.8

1969

11,596
'230. 5 

153.7
20.8
13.9 
7.4 .

21.3
243.7 
161.1
13.2

1961-67

+5.1
+5.1 
+5.1

+16.1

+17.2
+5.4 
+5.5

1967-69

+5.8
+5.8 
+5.8

+38.1

+27.7
+7.4 
+7.7

i Employment data derived at the ratio of production (pounds) per employee for industry SIC 28152 in 1963 to the 
production data for each year. Sources: U.S. Department of Commerce, Bureau of the Census, 1963 Census of Manu 
factures; U.S. Tariff Commission, Synthetic Organic Chemicals, U.S. Production and Sales, annual series.

> Production data, 1969, estimated by adjusting the reported 1968 production data by the percent change in the index 
of industrial production in textile mill products, 1968-69. Sources: U.S. Tariff Commission, Synthetic Organic Chemicals, 
U.S. Production and Sale of Dyes, 1968; Federal Reserve Board, Index of Industrial Production.

3 According to the U.S. Tariff Commission, H of domestic consumption of dyes is by textile industry.
< Dye content of imported textiles derived by applying the ratio of dyes shipped for textile use to pounds of fiber con 

sumed by textile mills to the pounds of fiber equivalent of imported textiles more advanced than the greige state, as 
reported by U.S. Department of Agriculture, Economic Research Service, Statistical Bulletins 363, 417, and supplements 
thereto, and Cotton Situation and Wool Situation; 1969 import data, per U.S. Department of Commerce, Bureau of the 
Census, IM 146; other years U.S. Tariff Commission, Imports of Coal Tar Products, 1961; Imports of Benzenoid Chemicals 
and Products, 1964-68.

' Production plus imports, less exports. Sources: As above, plus U.S. Department of Commerce, Bureau of the Census, 
for exports.

The data in the above table can be summarized in terms of the fol 
lowing highlights: Prior to the taking effect of the annual install 
ment of duty reductions under the Kennedy round, imports of dyes 
increased at an average annual rate of 16 percent, more than three 
times the rate of increase of domestic production of dyes. Following the 
taking effect of the Kennedy round reductions by stages commenc 
ing January 1,1968, imports of dyes have increased at an average an 
nual rate of 38 percent, more than twice the earlier rate, and now 
more than six times the rate of increase in domestic production.

The imports' share of the domestic market for dyes in textile uses 
has more than doubled, increasing from 6 percent in 1961 to 13 percent 
in 1969. This experience is closely similar to that of the cotton textile 
industry which, properly we believe, has had the benefit of the long- 
term cotton textile arrangement and, in addition, which was spared a
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50-percent cut in duties in the Kennedy round. (The average reduc 
tion in duty in cotton textiles was 20.8 percent, according to an analysis 
prepared by the U.S. Department of Commerce, BDSA, Office of 
Textiles, Trade Analysis Division, June 30,1967.)

The above data and discussion are limited just to synthetic organic 
dyes. A closely related sector of batch-processing manufacture of labor- 
intensive benzenoid chemicals is concerned with synthetic organic 
pigments, sometimes referred to as lakes and toners. These are used in 
paints and related products, in printing ink, and in plastics and resin 
materials. (U.S. Tariff Commission, Synthetic Organic Chemicals, 
U.S. Production and Sales, 1967, T.C. Publication 295, Washington, 
D.C., 1969, p. 26.)

Because the production methods and labor intensiveness are very 
much the same and their vulnerability to import competition is equal 
in degree, it is helpful to aggregate the data for the synthetic organic 
dye and pigments industries. When that is done for the same time 
period covered by table 1, we find that the growth of domestic employ 
ment and production is similar to that previously discussed for dyes, 
but that the rising trend of imports is considerably higher than that 
for dyes alone. The pertinent data are shown in the following table 2.

TABLE 2.—COMPARATIVE GROWTH OF IMPORTS OF FOREIGN-PRODUCED SYNTHETIC ORGANIC DYES AND PIG 
MENTS (LAKES AND TONERS), AND Of U.S. EMPLOYMENT AND PRODUCTION OF DYES AND PIGMENTS, 1961-69

|ln numbers of employees, and in millions of pounds of product)

1961 1965 1967 1968

Average annual 
percent change

1969 1961-67 1967-69

Ratio of imports to total supply for do 

ll, 057
193.5

6.1
186.6

3.2

13,601
238.0
12.0

227.1
5.3

14,841
259.7

14.3
254.6

5.6

15, 338
268.4
20.6

265.8
7.8

16, 464
2 288. 1

31.6
298.1

10.6 .

+5.7
+5.7

+22.4
+6.1

+5.5
+5.5

+60.5
+8.5

1 Employment data derived at the ratio of production (pounds) per employee for the aggregate of industries SIC 28152, 
28153 to the production data for each year. Sources: U.S. Department of Commerce, Bureau of the Census, 1963 Census of 
Manufactures; U.S. Tariff Commission, Synthetic Organic Chemicals, U.S. Production and Sales, annual series.

1 Production data, 1969, estimated by adjusting 1968 production data by the percent change, 1968-69, in the index of 
industrial production in textile mill products for dyes, and in plastics materials and paints (major use categories) for pig 
ments. Sources: U.S. Tariff Commission, Synthetic Organic Chemicals, U.S. Production and Sales of Dyes, and of Pigments, 
1968; Federal Reserve Board, Index of Industrial Production.

3 Production plus imports, less exports. Sources: As above, plus: imports—U.S. Tariff Commission, Imports of Coal Tar 
Products, 1961; Imports of Benzenoid Chemicals and Products, 1964-68; U.S. Department of Commerce, Bureau of the 
Census, IM 146 (1969); exports—U.S. Department of Commerce, Bureau of the Census, FT 410, IM 246.

As in the case of dyes, it is evident from the data that the ASP 
system of import duties has permitted a very strong rate of growth for 
imports, which increased fivefold in the 8-year period, 1961-69. Not 
withstanding the exceptionally rapid increase in imports, domestic 
production increased, though much more modestly than imports, and 
this served to boost employment steadily through the period.

The highlights of the data shown in table 2 are that the ratio of 
imports to the total supply for domestic use increased from 3 percent 
in 1961 to nearly 11 percent in 1969. Prior to the taking effect of the 
Kenndy round tariff cuts, domestic employment and production rose 
at an average annual rate of about 6 percent, in contrast to the increase 
in imports at an average annual rate of 22 percent.
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Following the taking effect of the Kennedy round cuts in annual 
stages, however, a dramatic change in these trends occurred. The rate 
of increase in domestic employment and production declined slightly, 
but the rate of growth of imports increased very dramatically, nearly 
threefold, to an average annual rate of 60.5 percent.

The ratio of imports to total new supply for dyes and pigments 
combined, at approximately 11 percent, is virtually identical with the 
similar ratio in the case of all textile articles. (When calculated on 
the basis of fiber equivalent pounds, imports of all textile articles in 
1969 were equal to 11.1 percent of domestic consumption of textile 
fibers in the domestic market. See data in Textile Organon, March 1962, 
October 1969, and March 1970.)

Mr. Chairman, the data in tables 1 and 2 establish conclusively that 
the first two stages of the five annual stages of the Kennedy round 
tariff cuts on dyes and pigments have strongly stimulated the importa 
tion of these products into the United States. When the remaining 
three stages take effect so that the 50-percent cut becomes fully effective 
by January 1, 1972, it is reasonable to infer from the data in these 
tables that the annual rate of increase of these imports will exceed the 
38 percent annual rate for dyes alone, and the 60 percent rate for dyes 
and pigments combined.

Import increases of this magnitude will obviously cause serious dis 
ruption of the domestic market and corresponding hardship to do 
mestic producers and their employees. The domestic producers will 
have their hands full in meeting this continuing and accelerating 
competitive challenge from the foreign producers To repeal ASP in 
the face of these facts would clearly make a bad situation very much 
worse.

No one can honestly say that the access which is afforded to foreign- 
produced dyes and pigments under the existing system of duties and 
the increased access which the Kennedy round 50-percent tariff cuts is 
conferring on foreign producers, is unfair or significantly restrictive 
of the interests of foreign producers. The situation has already de 
veloped to a point where it is plain from the data that the U.S. pro 
ducers and their employees face diminished market opportunities in 
the United States with the consequent loss of future opportunity for 
expansion of production and the domestic work force. It would be 
harsh and unfair for this committee to approve the repeal of ASP 
as it applies to synthetic organic dyes and pigments in the light of 
this evidence.
IV. The ASP does not, in fact, inhibit access to imports of competitive 

dyes as they have increased, more rapidly than noncompetitive 
dyes at conventional customs values

When you cut through all of the rhetoric and rationalizations which 
are used by the administration and other opponents of the ASP, it 
amounts to this: The ASP value basis is claimed to inhibit imports of 
competitive benzenoid chemicals and thus retard reasonable access to 
the American market for such foreign-produced chemicals. Tariff 
Commission data concerning the competitive-noncompetitive status of 
imported dyes disprove that contention. These data are summarized in 
the following table:



3581
TABLE 3.-COMPARATIVE ACCESS FOR U.S. IMPORTS OF COMPETITIVE VERSUS NONCOMPETITIVE DYES, 1958-68

Imports of dyes classified as-

Competitive

1958............ ...
Average 1959-62........
Average 1963-64........
Average 1965-67.....
1968...................
Percent change, 1958-68.

Pounds 
(thousands)

1,957.6 ..
2,425.6 
5,114.4 
6, 236. 3 
9, 421. 3 
+381. 3 ..

Percent 
change

+23.9 
+110.9 
+21.9 
+51.1

Noncompetitive

Pounds 
(thousands)

. 2,146.1 ..
2,957.5 
4, 187. 5 
6,589.4 
9,489.2 
+342 2

Percent 
change

+37.8 
+41.6 
+57.4 
+44.0

Ratio of

to non- 
competitive

91.2 
82.0 

122.1 
94.6 
99.3

Domestic consumption of 
3 textile fibers

Pounds 
(millions)

5,790.0 ..
6,706.5 
7,552.8 
8,945.8 
9,923.5 
+71.4 ..

Percent 
change

+15.8 
+12.6 
+18.4 
+10.9

Source: U.S. Tariff Commission, Imports of Coal-Tar Products, 1958-63; Imports of Benzenoid Chemicals and Products 
1964-68. Textile Organon, March 1962, October 1969, and March 1970.

So far as dyes are concerned, the table establishes that:
1. Imports of dyes classified as competitive on the ASP basis in 

creased more rapidly during the past 10 years than those classified as 
noncompetitive. This is the direct opposite from what you would 
expect if the administration's contentions were true.

2. Imports of competitive dyes made a mighty surge forward dur 
ing the years 1963-64 when the domestic textile market was in a stage 
of relative decline. This proves that the foreign producers can in 
crease their penetration by boosting their exports of competitive dyes 
to the United States whenever they choose to do so and are not de 
pendent upon a corresponding rise in the consumption of dyes by the 
domestic textile industry.

3. When the first stage of the Kennedy round duty cuts on dyes 
went into effect, imports of competitive dyes increased by a larger 
amount and at a greater rate than imports of noncompetitive dyes.

If the ASP basis of valuation were in fact a barrier which inhibits 
imports over and above the incidence of the duty itself, the changes 
shown by the table would not have taken place.

Perhaps the most striking fact which emerges from the above table 
is that imports of competitive dyes not only increased by a larger 
amount than noncompetitive dyes; the rate of increase of competitive 
dyes was more than five times the rate of increase in textile consump 
tion in the United States, the principal basis of demand for dyes.

Obviously, the ASP system has permitted foreign-produced dyes 
to enter the U.S. market at a rate many times greater than the in 
crease in demand for dyes. These facts refute conclusively any notion 
that the ASP system is unfair in its operation on imports.
V. Foreign dye producers have a decisive competitive advantage 

against U.S.-produced dyes and pigments as shown by the steadily 
increasing deficit in the U.S. balance of trade in dyes and pig 
ments, and by the small and declining share of world exports in 
these products accounted for by the United States 

The reason for the existence of the ASP system of customs valua 
tion is the dominant competitive power of the European producers 
and of Japan in trade in batch-processed, labor-intensive synthetic 
organic chemicals, epitomized by dyes and pigments. The United 
States competes with European and Japanese dyes and pigments in 
its home market and in world export markets. A study of the trends
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of U.S. imports, exports, and balance of trade, and of our share of 
the world export market, will demonstrate the dominance of the 
foreign producers.

For example, there has been a continuous and growing deficit in the 
U.S. balance of trade in synthetic organic dyes and pigments through 
out the past decade. Compared with the average annual trade balance 
for the years 1958-60, the United States has experienced a trade deficit 
which by 1969 had increased in size by nearly 10,000 percent. Our 
exports nearly balanced our imports during the base period, but by 
1969, U.S. imports, valued f.a.s. U.S. port, were nearly four times the 
value of U.S. exports. This is shown in the following table:
TABLE 4.—U.S. FOREIGN TRADE IN SYNTHETIC ORGANIC DYES, PIGMENTS, AND LAKES AND TONERS (SIC 28152

28153)

[In millions of dollars]

1K3....... ...................................... ..
\9K..... — .......................................
\9S!.... — ................................... .....
1XS........ ........................................
1969— —--._ — ----.----....----...---.

Imports, f.a.s. 
U.S. port

.............. 19.4

.............. 31.3

.............. 64.0

.............. 61.7

.............. 86.0

.............. 107.8

.............. +455.7

Exports, 
f.o.b. plant

18.6
26.6
31.2
28.5
31.7
29.5

+58.6

Balance 
of trade

-0.8
-4.7

-32.8
-33.2
-54.3
-78.3

-9, 687. 5

Source: Trade Relations Council of the United States, Inc.; U.S. Department of Commerce, Bureau of the Census, FT 
210 and FT 610 for 1968; U.S. Foreign Trade Statistics Division.

Mr. WATTS. I am sorry to interrupt you, but we have a quorum call 
on the House floor. We will have to suspend the hearing for a few 
moments.

(A short recess was taken.)
Mr. BTJRLESON (presiding). We will resume our testimony. We 

apologize for the interruption.
Mr. PHILLIPS. Mr. Chairman, I am on page 16 of my testimony.
Mr. BTJELESON. You may proceed.
Mr. PHILLIPS. As the foreign producers have strongly increased 

their penetration of the U.S. market, our position in the world export 
trade in dyes and pigments has deteriorated. In 1966, the United 
States supplied 7.4 percent of the exports of dyes and pigments by 
the world's developed countries. Japan then held last place at 3.9 per 
cent, while the producers in Western Europe accounted for 88.7 per 
cent of the total. By 1969, the United States had been relegated to last 
place, supplying only 5.5 percent of the exports of dyes and pigments 
by the developed countries.

Japan moved ahead of the U.S. industry. The producers in Western 
Europe continued to hold in excess of 88 percent. Our loss of position 
was almost entirely for the benefit of Japan.

The remarkable stability in the shares of the world export market 
accounted for by the European producers is, in our opinion, evidence 
of the continued cooperation of the European producers, through the 
working arrangements previously established through the European 
dye cartel.

The pertinent data are set forth in the following table.
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TABLE 5.-WORLD EXPORTS OF DYES AND PIGMENTS (SITC 531) 

[Volume figures in metric tons]

Percent Percent Percent 6 months, Percent 
Exporting country 1966 of whole 1967 of whole 1968 of whole 1969 of whole

40.5
Other EEC ....

Subtotal. ........

United Kingdom......
Other EFTA.... .......

Subtotal-..
United States....-.- ..

...- 16,524

..............
29 238

.... 21,355
1 3041

5,275
.--. 9,966

12.3

50.8

21.0
15.9

1.0

37.9
3 9
7.4

16, 656

..........

27, 089
22, 388

1,394

6,991
8,771

12.0

51.6 .

19.4
16.1

1.0

36.5 .
5.0
6.3

18, 375

----.....

30, 553
24, 706

1,826

8,975
10, 562

11.7

51.0
10 C

15.8
1.2

36.5
5.7
6.8

10, 077

..........

17, 129
13, 248

1,058

4,973
4,775

11.6

52.1

19.7
15.2
1.2

36.1
5.7
5.5

Total..-.-..--....... 134,542 100.0 139,312 100.0 156,420 100.0 87,022 100.0

Source: OECD, Commodity Trade: Exports—annual volumes 1966-68; January-June 1969.

We 'believe that this committee should carefully consider the domi 
nant position already held by the European producers, and the grow 
ing strength of the Japanese dye and pigment industry, in the world 
export market. It is obvious that the U.S. industry is essentially lim: 
ited to the U.S. market for the sale of its production of dyes.

The health of our industry and the maintenance of our work force 
are dependent upon our continued access, to the American market. The 
data already presented show that under the existing system of ASP 
duties, the foreign producers are steadily increasing their share of the 
American market, though not yet at a rate which denies us any access 
to an increase in sales and employment.

The steady increase in the balance of trade deficit of the United 
States in synthetic organic dyes and pigments, and the reduction which 
is occurring in our very small share of the world export market should 
indicate to the committee that there are no compelling reasons for 
accommodating the insistent demand of the foreign producers for 
repeal of ASP. It is not a case where the foreigners are being shut out 
of our market; indeed, it is abundantly evident that they nave suc 
ceeded with a dominant competitive power of virtually shutting us 
out of the world export market while they enjoy a large and growing 
position in our market.
VI. The repeal of ASP and the substitution of the converted rates 

based upon the foreign selling price would effect a total reduction 
in duties equivalent to 66 percent of the pre-Kennedy round level, 
and give t/ie cartel-like European industry the means for making 
further reductions in the actual duties collected through concerted 
pricing actions

In our testimony in your committee's hearings in 1968, we developed 
at some length the basis for our assertion that the European industry 
operates through a cartel-like arrangement. We supported those con 
tentions with a confidential exhibit. Subsequently, on July 24, 1969, 
the commission of the EEC conducted an investigation and entered 
its decree finding the European producers of dyes guilty of violating 
the antitrust provisions of the Treaty of Rome by repeatedly fixing 
prices for dyes sold in the Common Market through concerted action.
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The European producers are relatively free from competition from 
American producers in the European market. Where they have vir 
tually complete domination of a market, it is their tendency to raise 
prices in concert to the detriment of the consumers served by that 
market.

The antitrust article of the Treaty of Eome, article 85, applies only 
to practices which affect trade within the Common Market, and spe 
cifically exempts practices which affect the export trade of EEC pro 
ducers. Consequently, the companies which have been found guilty of 
anticompetitive concerted action within the EEC are free to carry out 
such activities in their exports to the United States without fear of 
any prohibition by the EEC commission.

If the independent dye producers in the United States are driven 
out of business by the tactics of the European industry, which the ASP 
has been an effective shield to prevent, you may expect anticompetitive 
activities in the American market similar to those which have been 
found by the commission to be carried out in Europe.

The principal way in which the ASP serves as a shield against 
such possibilities is that the foreign producers who have the means 
and disposition to agree on prices are unable to affect the determina 
tion of U.S. import duties since they are based on the selling price of 
the U.S.-produced product rather than the selling price of the foreign- 
produced product. The repeal of ASP requested by the administration 
would base import duties on the selling price of the foreign product, 
which, of course, is under control of the foreign producer, and which 
he is in a position to set by way of concerted action with the other 
members of the European cartel.

Through their U.S. affiliates, the European producers (Hoechst, 
Bayer, Badische, and Casella of Germany; Ciba, Sandoz, and Geigy 
of Switzerland; and ICI of England) are in a position quickly to 
dominate the American market through the U.S. production and 
distribution activities of their affiliates and their own foreign pro 
duction for the American market—if they gain this type of leverage 
over the determination of U.S. duties applicable to their exports to 
the United States. According to the Tariff Commission, through the 
combination of their U.S. affiliates and their exports to the United 
States from Europe, the foreign producers had captured fully one- 
third of the American market by 1965. (U.S. Tariff Commission, 
Report to the Special Representative for Trade Negotiations, July 25, 
1966, p. 19.) According to our trade estimates, the European producers 
have now increased this market share to 40 percent.

This is an especially tragic aspect of the tunnel vision displayed by 
the special representative for trade negotiations in his testimony 
before this committee in which he stated as a reason for eliminating 
ASP that "when there are a few producers, * * * any ability to set 
or vary prices 'becomes under the ASP system the further ability to 
determine a product's own level of tariff protection. This, in turn, can 
further restrain competition, both domestically and intentionally." 
(Statement by Carl J. Gilbert before the Committee on Ways and 
Means of title IV of H.R. 14870, May 14,1970, r>. 6.}

The special representative did not supply any documentation for 
that charge. He recognizes the principle that the ability to determine
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a product's level of tariff protection can be anticompetitive, but ignores 
entirely the fact that this will be the essence of the power handed to 
foreign producers if ASP is repealed. Seemingly, he is totally un 
aware of the past cartel practices of the European industry or the 
recent conviction of the European producers by the EEC commission 
precisely of the practice of establishing prices through a concert of 
action.

Perhaps the special representative is saying that as between the 
potential which he cannot document of price fixing in the American 
market with its many domestic and foreign suppliers competing for 
the sale of dyes, he prefers to vest the power to determine a product's 
own level of tariff protection upon the foreign industry, convicted of 
cartel-type price fixing, rather than to leave the ASP system in ex 
istence where it has stood the test of time for more than 40 years 
without demonstrated harm to the American consumer.

In addition to conferring upon the foreign producers the direct 
power to influence the amount of U.S. duties collected by basing 
dutiable value upon their selling prices, the repeal of the ASP en 
tails an increase in the reduction of duties on dyes by an additional 
16 percent. This statement is based upon the confidential analysis 
which we presented to you as an exhibit in connection with our testi 
mony in the 1968 hearings.

Taking the converted rates based upon the foreign selling price pro 
vided for in the supplemental chemical agreement and utilizing our 
information concerning American and foreign selling prices for a 
large number of commercially important dyes, we made a comparison 
of the duties collectible under ASP, at the pre-Kennedy round rates, 
and under the separate agreement at the foreign selling price con 
verted rates. We found that the average reduction in duty for dyes 
would amount to 66 percent, in contrast to the 50-percent reduction in 
the ASP duties which is already in the course of being carried out.

We reemphasize the point which we made in 1968 that the impact 
on domestic market prices which would result from the increased 16 
percent cut which is inherent in the repeal of ASP would eliminate 
entirely our thin profit margin and force our company and other 
independent dye producers into a loss position. This would bring an 
end to the growth of employment in dye manufacturing in the United 
States and within a short period of time result in an absolute loss of 
a large proportion of the jobs in the domestic industry.

To approve such a result with the certain knowledge that the prin 
cipal beneficiaries will be members of the foreign dye cartel, which 
have been adjudged guilty of monopolistic practices in their own 
backyard, and which already hold 88 percent of world trade in dyes, 
seems unthinkable to us. If you understand these facts, we cannot 
believe that you would willingly sacrifice the American industry and 
its workers to accommodate the avaricious demands of the foreign 
industry.

CONCLUSION
The foreign chemical industry and other advocates of ASP repeal 

base their case on the allegation that American producers can cut off 
imports by arbitrarily raising the duty on a product by raising the 
price. This argument conveniently ignores the reality of the market-

46-127 O—70—pt. 12———18
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place where a price increase of $1 per pound would be required to 
raise the duty by 20 cents and would itself make the US. product 
noncompetitive, if it were not already so. It also ignores the operation 
in the United States of strong antitrust laws and the vigilant atten 
tion of the U.S. Department of Justice to prevent price fixing.

The real crux of the matter is that the members of the foreign car 
tels wish to secure for themselves the power to reduce U.S. duties 
under a system in which dutiable value would be based upon their 
foreign export price. If ASP is repealed, the foreign cartels will be 
able to carry on a campaign under which for each 30 cents reduction 
in their foreign export price, the U.S. Government would contribute 
a further reduction in landed costs of 9 cents.

By every test in the domain of results by which a liberal trade 
policy can be judged, there is no need to repeal ASP and thus sacri 
fice the independent American dyestuff industry: The growth rate of 
imports is several times the growth rate of American production.

Furthermore, the rising import penetration of the domestic market 
in dyes is equal to that in textiles, a recognized symbol of excessive 
import competition. The manufacture of dyes is, moreover, equally 
or more labor-intensive than the manufacture of textiles, the industry 
which the dye manufacturers exist primarily to serve and with whose 
fate the welfare of the dye industry is inextricably bound.

The decision before this committee, therefore, turns essentially upon 
the concepts of justice, equity, and fair play. Our past trade agree 
ment reductions in rates of duty have unquestionably granted equitable 
access to the foreign producers to the U.S. market. On the other hand, 
the sole basis for the health and welfare of the U.S. dye industry and 
its employees lies in continued access for U.S.-produced dyes to the 
U.S. market. This access will be destroyed by the repeal of ASP.

In the name of justice and fair play, therefore, we call upon this 
committee and the Congress to reject the proposal to repeal ASP as 
to dyes, pigments, and dye intermediates.

Thank you. This concludes my statement.
(The exhibit 1 referred to follows:)

EXHIBIT 1—AD Hoc COMMITTEE OP U.S. DYESTUFF PRODUCERS
American Aniline Products, Inc., Paterson, New Jersey.
Atlantic Chemical Corporation, Nutley, New Jersey.
Berncolors-Poughkeepsie, Inc., Poughkeepsie, New York.
Blackman Uhler Chemical Division, Synalloy Corporation, Spartanburg, South 

Carolina.
Fabricolor Manufacturing Corp., Paterson, New Jersey.
The Harshaw Chemical Company, Division of Kewanee Oil Company, Cleve 

land, Ohio.
Industrial Dyestuff Company, East Providence, Rhode Island.
Lakeway Chemicals, Inc., Muskegon, Michigan.
Nyanza, Inc., Lawrence, Massachusetts.
Southern Dyestuff Company, Division of Martin Marietta Corporation, 

Charlotte, North Carolina.
Young Aniline "Works Incorporated, Baltimore, Maryland.
Mr. BUKLESON. Thank you, Mr. Phillips, for your interesting state 

ment. Do you have others of your group who have not made state 
ment and expect to?

Mr. PHILLIPS. No, this includes the entire statement of the repre 
sentative group.
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Mr. BTTRLESON. Mr. Landrum, any questions? Mr. Betts?
Mr. BETTS. Mr. Phillips, are you from Pennsylvania ?
Mr. PHILLIPS. Up until a couple of years ago, yes.
Mr. BETTS. I had word that Mr. Schneebeli wanted to express his 

regrets.
Mr. PHILLIPS. Yes, Mr. Schneebeli was my representative when I 

lived in Pennsylvania.
Mr. BETTS. He wanted me to express his regrets he could not be here 

because of the rollcall.
Mr. PHILLIPS. Thank you very much.
Mr. BTJELESON. Gentlemen, thank you very much for your coming.
The next witnesses are Thomas Boyle and Frank D. Martino.

STATEMENT OF FRANK D. MARTINO, WASHINGTON DIRECTOR, 
INTERNATIONAL CHEMICAL WORKERS TTNION

Mr. MARTINO. Mr. Boyle regrets that he could not be present today.
Mr. BDBLESON. Thank you. You may proceed.
Mr. MARTINO. Mr. Chairman and members of the committee, my name 

is Frank D. Martino. I am Washington director of the International 
Chemical Workers Union. Our union is comprised of 420 locals and 
has a total membership of 110,000 chemical workers.

I appear before you today to voice our union's strong opposition to 
the elimination of the American selling price and the implementa 
tion of the separate package agreement provided for in title IV of 
H.R. 14870.

However, ever-increasing imports from low wage countries pose a 
serious threat to the American chemical worker—indeed, a much 
greater threat than it does to the American chemical industry—they 
can and frequently do move abroad.

Chemical workers abroad earn anywhere from one-half to one-fifth 
as much as the American chemical worker. The low wages paid to for 
eign chemical workers can and do affect the price of their chemical 
products. We see no reason why the U.S. chemical workers and the U.S. 
chemical industry should be subjected to unrestricted unfair competi 
tion from imported foreign products which derive such price benefits 
from the low wages paid to foreign chemical workers, even those who 
work for American companies abroad. It is for this reason that we are 
greatly concerned about the effect which the Kennedy round and sepa 
rate package agreements on chemicals will have upon the members of 
our union.

ASP
The International Chemical Workers Union and its 110,000 members 

strongly support the retention of American selling price for ben- 
zenoids chemicals.

American selling price valuation is based upon the value of the 
product produced in the United States, not upon the value of the im 
ported product. As such, it reflects the cost of producing the product 
abroad. We see no reason in logic why customs valuation should be 
based upon the lower cost of producing the product abroad, rather than 
upon the cost of .producing it in the United States. By using the price 
of the foreign product, instead of the U.S. price, we are giving foreign



3588

producers, whether American in origin or not, a significant tariff ad 
vantage on top of the significant cost advantages they already enjoy.

We therefore believe that American selling price valuation should 
be retained by benzenoid chemicals.

SEPARATE PACKAGE

The separate package agreement which would be implemented by 
H.R. 14870 involves more than just the question of whether or not 
American selling price valuation should be retained. Even on the basis 
of the information submitted by the Government, it is clear that this 
separate package agreement involves substantial tariff reductions in 
excess of the already large 50-percent reductions authorized under the 
Trade Expansion Act.

In this connection I believe that Mr. Andrew Biemiller, the legisla 
tive director of the AFL-CIO, made a very telling point when in 1968 
he pointed out to this committee that:

Those who support removal of American selling price valuation argue that four 
.industries * * * should not have a separate method of valuation because no other 
industry enjoys this special method of protection.

But that:
By the same token, it seems reasonable to us that no industry should be given 

different treatment by being asked to absorb a greater than 50-percent cut.
Just last month in again expressing the AFL-CIO's opposition to 

the Separate package agreement, Mr. Biemiller termed these additional 
reductions "unfair."

We agree fully with Mr. Biemiller on this point—no industry and 
even more important the workers of no industry—should be given 
different treatment by being asked to absorb a greater than 50-percent 
cut. Such additional reductions are clearly unfair both to labor and to 
industry.

If we are going to consider the elimination of one method of valua 
tion or another, we should not consider it on the basis of which is more 
widely used, but rather on the basis of which method of valuation is 
better. " '

On this basis, we believe that there is far more justification for elimi 
nating valuation based upon low-cost foreign prices, than there is for 
elimination of ASP valuation which reflects the cost of producing the 
same product in the United States. Rather than us having to adjust to 
their costs and their standards of living, they should have to adjust 
to ours.

THE KENNEDY ROUND AGREEMENT ON CHEMICALS

It is extremely difficult for us to understand how this country could 
have agreed to cut its chemical tariffs by almost 50 percent in return for 
a reduction of only 20 percent by our principal trading partners. Even 
under existing tariffs, chemical imports are already increasing rapidly. 
Given the higher costs prevailing in this country, it is hard to see how 
even equivalent tariff reductions by the United States and its principal 
trading partners will begin to generate as much in the way of increased 
exports as it would in increased imports. The idea of us even consider 
ing cutting our chemical tariffs by more than they did is absurd.
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As an experienced contract negotiator, it seems pretty clear to me 
what has been done. The European negotiators were pretty sharp. 
They negotiated this 50-20 percent Kennedy round deal in order to 
make it look like they were really giving us something when they threw 
in the other 30 percent as a concession for the elimination of the Amer 
ican selling price valuation. This ploy was so obvious that I simply 
cannot understand how our negotiators let them get away with it.

As a result we are going to be adversely affected no matter what the 
Congress does. If you don't approve the separate package, we are going 
to get stuck with the unreciprocal 50-20 percent Kennedy round deal 
which will result in a far greater increase in our chemical imports. If 
the Congress does approve the separate package, the situation is even 
worse. American selling price valuation will be eliminated and our 
benzenoid chemical tariffs will be reduced considerably in excess of 50 
percent.

Either way you look at it, it's heads they win, and tails we lose— 
only if it's tails and ASP is eliminated and benzenoid chemical tariffs 
are reduced by more than 50 percent we lose even worse. It makes you 
feel like a man who has been asked whether he would prefer to work for 
10 cents an hour or 20 cents an hour. Of course he would choose 20 cents 
an hour, but it sure isn't much of a choice.

We believe that this General Agreement on Tariffs and Trade ought 
to be like some of our labor contracts and have a renegotiating clause. 
Then if you get stuck with a bad agreement, as has happened in chemi 
cals, you can go back and straighten things out.

PROBABLE ECONOMIC EFFECT '

After just the first two 10-percent tariff cuts under the Kennedy 
round agreement, imports of benzenoid chemicals have increased by_ an 
alarming 50 percent in just 2 years. It seems clear to us that this is just 
the beginning and that the remaining three 10-percent Kennedy round 
cuts will increase imports still further and have a serious adverse effect 
upon our members.

The handwriting is already on the wall for all to see. For our trade 
negotiators to now ask the Congress to further reduce tariffs on ben 
zenoid chemicals in excess of the 50-percent reduction agreed to in 
the Kennedy round is nothing short of ridiculous. If anything, the 
Congress should be thinking of canceling the 30-percent portion of 
the U.S. Kennedy round reduction for which we received no quid pro 
quo from our principal foreign trading partners in Kennedy round.

Mr. Chairman, in recent years international trade has had an increas 
ing effect uopn U.S. chemical workers. We have complained long and 
hard to management about the large number of plants they are build 
ing abroad. In 1960, out of every $9 the chemical industry invested, in 
new plants and equipment only approximately $1 was invested abroad. 
In 1969 about $1 in every $2 is being invested abroad.

We have urged management to build these new plants in the United 
States and then export the products abroad. Management has taken 
the position that because of higher U.S. costs we could not export these 
products from U.S. plants and expect to be able to compete in the 
world market. I have to admit that until the last few years or so I 
had suspected that this trade issue was being used as an excuse by
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management to move abroad as a means of maximizing their profits. 
However, in the light of these agreements negotiated in Geneva, it 
now seems clear to me that our foreign trade policy is in fact forcing 
U.S. chemical manufacturers to export jobs rather than chemicals. 
Our foreign trade policy may not be the only factor, but I believe that 
it is certainly a principal one.

In 1961 the Honorable Willard Wirtz, Secretary of Labor, told the 
Joint Economic Committee that there was an imperative need to 
create approximately 5 million new jobs every year. Today the number 
may even be larger. The contribution of the chemical industry in crea- 
ating these new jobs had been decreasing in recent years as a result 
of automation, technology, increased imports and investment in plants 
abroad. There is little we can do about automation and technology— 
•we are for progress. But at the very least, we can avoid pursuing a 
foreign trade policy which will only serve to increase imports and 
investment in plants abroad—two factors which have a vital influence 
not only upon the number of jobs which will be created but also the 
retention of existing jobs.

Mr. Chairman, the elimination of ASP and implementation of the 
separate package agreement will cause a loss of existing jobs and the 
dislocation of workers. Just as important, it will result in the exporta 
tion of even more jobs which would otherwise have been created in 
the United States. After all of the taxes we have paid for the aid and 
reconstruction assistance we have given to Germany and Japan since 
World War II, as well as the defense shield we currently provide for 
them, it is simply going one step too far for us now to get asked to 
to export our jobs to them too.

ADJUSTMENT ASSISTANCE AND THE ESCAPE CLAUSE

The Government has told this committee that it believed that the 
adjustment assistance provision of this bill will be adequate to deal 
with the problem which will be caused by implementation of this 
package. While I support the liberalization of the standards for ob 
taining adjustment assistance, I would like to make it clear that these 
liberalized provisions provide no substitute for a man's job.

Rather than providing adjustment assistance for workers who lose 
their jobs as the result of increased imports, we believe that it would 
be far better to prevent increased imports from reaching such injurious 
levels in the first place.

It is like preventive medicine or preventive maintenance; it is a 
lot better to prevent the injury from occurring than to attempt to ad 
minister "first aid." Moreover it is a little hard to see how you can 
effectively cure an injury without removing the cause of the injury. 
It is for this reason that while supporting liberalization of the criteria 
for according adjustment assistance, we also urge that the standards 
for invoking the "escape clause" be liberalized in the same manner. 
This would at least provide an effective means for either preventing the 
injury or at least promptly curing it rather than attempting to "adjust" 
to it.

CONCLUSION

In conclusion, the effect of foreign trade upon the jobs of our mem 
bers is a subject of vital importance to us.
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We strongly urge that the committee retain ASP valuation by re 
jecting the separate package agreement.

While we support liberalization of the adjustment assistance pro 
visions, we urge that as a very minimum the escape clause provisions 
be similarly modified. However, I wish to make it absolutely clear that 
no amount of liberalization of the criteria for adjustment assistance or 
the escape clause can begin to warrant the acceptance of the unrecipro- 
cal 50 percent—20 percent Kennedy round deal on chemicals or the 
even more unreciprocal separate package agreement.

I would like to express my appreciation for the opportunity ac 
corded to me to appear here this morning to present the views of the 
International Chemical Workers Union and its 110,000 members.

Mr. WATTS, (presiding). We are certainly delighted to have you 
here, Mr. Martino.

The next witness is Mr. John M. Vansant.
Come around, Mr. Vansant.
Congressman Fulton asked me to express his regrets that he had to 

go to the floor and would not be here to welcome you.

STATEMENT OF JOHN M. VANSANT, JR., COUNSEL, CHATTEM DRUG 
& CHEMICAL 00. OF CHATTANOOGA, TENN.; ACCOMPANIED BY 
RAY W. EVANS, VICE PRESIDENT, AND CHARLES S. COLBURN, 
ENGINEER

Mr. VANSANT. Thank you Mr. Chairman, distinguished Members of 
the Ways and Means Committee, my name is John Vansant. I appear 
before you today on behalf of Chattem Drug and Chemical Co. of 
Chattanooga, Tenn. With me is Mr. Ray W. Evans, vice president of 
Chattem, and Mr. Charles S. Colburn, an engineer for Chattem and 
probably the most knowledgeable man in the world on glycine. We are 
here to testify in support of legislation to provide relief from imports 
for the domestic glycine industry, which now consists solely of Chattem 
Drug and Chemical Co.

In our request to Mr. Martin to testify, we made reference to H.R. 
6622 as the subject of our proposed testimony. That bill has since been 
refined and reintroduced as H.R. 17664. It would establish a quota for 
glycine imports.

Another bill, which is now the actual focus of our efforts to secure 
remedial legislation, is H.R. 17665. If enacted, it would create a special 
tariff classification for glycine and increase the duty by 25 cents per 
pound. Congressman Fulton introduced this bill for reasons which I 
will later relate in my testimony.

I would like at this point, Mr. Chairman, to ask if the above- 
mentioned bills, plus the Tariff Commission's report of its investiga 
tion into the dumping of glycine, could be printed in the record fol 
lowing my remarks?

Mr. WATTS. Without objection.
Mr. VANSANT. Chattem Drug and Chemical Co., formerly the Chat 

tanooga Medicine Co., is engaged in the manufacture and sale of fine 
chemicals, proprietary drugs, agricultural chemicals, cosmetics and 
ethical drugs.

The fine chemicals manufactured consist of four interrelated prod-
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ucts, two of which are also raw materials for other processes. Alum 
inum isopropoxide and glycine, both of which are produced at our 
Chattanooga address, along with other purchased raw materials, are 
used to manufacture dihydroxyaluminum aminoacetate and dihy- 
droxyaluminum sodium carbonate. Chattem is a major consumer of 
glycine since dihydroxyaluminum aminoacetate contains more than 
50 percent glycine.

In 1945 glycine was priced at $1.50 per pound, thence falling to $1.30 
per pound in the period 1951-60, and to $0.96 per pound in 1963 for 
very large volume purchases. Chattem experimented as early as 1947 
with the production of glycine in an attempt to reduce costs, but at 
that time was not able to develop a sufficient usage volume or adequate 
technology to enter into its manufacture. Samples of foreign glycine 
were periodically tested and found to be of inferior quality. Until 
1964, Chattem relied on negotiations with U.S. producers and volume 
purchases to reduce its glycine costs.

Chattem estimates that prior to 1964 the annual production of gly 
cine by the Dow Chemical Co. was of the order of 300,000 pounds and 
was sold in the $1.10 to $1.25 range. Benzol Products Co. was estimated 
to be producing 600,000 to 700,000 pounds per year and selling in the 
$1.00 to $1.15 range. Foreign imports were limited, probably due to 
poor quality and the position of Dow and Benzol in the U.S. market.

In 1963, Chattem renewed experiments leading to the production of 
glycine and was able to improve its technology. At about the same time 
Chattem became aware of research by Societe de Produits Chemiques 
Industries (SPIC), leading to French, British, Dutch, and United 
States patents. Chatten secured a license and the right to sublicense un 
der U.S. patent 3,215,736 for the preparation of aminoacetic acid. Since 
Benzol felt that their costs would not allow a lower price, Chattem 
felt compelled to enter into the production of glycine. Subsequent to 
1964, Dow, aware of Chattem's decision and with a slightly inferior 
process, retired from the production of glycine. Benzol ceased produc 
tion in 1966, but continued to sell imported glycine. Thus, Chattem be 
came, and is now, the only U.S. producer.

PRODUCTION OF GLYCINE

The production of glycine requires extensive know-how with diverse 
and expensive equipment which cannot be quickly duplicated. The us 
ual business facilities are required as well as major sales to generate 
sufficient production volume to maintain a profit. There is a low inter- 
changeability of equipment with other chemical processes.

Historically, Glycine has been made by different routes from three 
different raw materials. The route through hydrogen cyanide has never 
been commercialized, although it appears to offer attractive economics. 
The hydrolysis of proteins and their subsequent separation to yield 
glycine presents difficulties in the separation and purification steps 
and is not a factor in the modern market. The remaining route through 
chloroacetic acid is used by modern producers.

Production of glycine from chloroacetic acid requires extensive 
know-how since it is an unforgiving process. The range is narrow 
for all operating conditions, and great care must be exercised. NO 
glycine at all is obtained if chloroacetic acid is treated with stoichio- 
metric quantities of ammonium hydroxide.
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The yield is improved but is still not satisfactory if 60 moles of 
ammonium hydroxide are used per mole of chloroacetic acid. Cheronis 
found that by using carbon dioxide the quantity of ammonium hydrox 
ide could be cut to 12 moles. Guinot was able to achieve satisfactory 
conversion with stoichiometric quantities of ammonium hydroxide by 
using formaldehyde or hexamethylene-tetramine. Essentially the 
Guinot process is used by Chattem.

Physically, a plant to make glycine must have high alloy tanks for 
raw material storage, a glass reactor, glass or high alloy sepration 
equipment, a glass or high alloy purification system, drying equipment, 
solvent recovery equipment, finished product storage and, of course, 
a building to house all these facilities.

Other business facilities are those normally required such as sales, 
research, development, accounting and managerial skills.

The glycine production equipment is standard to the extent that 
each unit is of standard design and may be bought commercially. How 
ever, the assembly of the units is unique. The narrow range permitted 
in operating variables requires sensitive and accurate controls, and 
that the equipment units be matched as to size. To build such a plant 
would take from 9 to 12 months. Chattem has been operating its plant 
since 1964, usually on a single-shift arrangement, but feels that its out 
put is capable of being expanded to take care of any U.S. demand for 
glycine. Chattem is willing and able to make this expansion in man 
power and facilities provided it can secure protection from less-than- 
fair-value imports. Chattem does not believe that imports will be 
necessary to meet future U.S. demand, although it recognizes that fair 
competition is desirable.

MARKETS FOR GLTOINE

Chattem believes that the uses in the following table represent uses 
in which glycine is essential to provide the character of a product. In 
the first part of the table the products are commercially available, 
whereas the second part of the table is devoted to uses which we think 
have potential.

I. ANTACIDS

Food additives. Breakfast food.
Rubber industry. Beverages.
Chick feed (essential amino acid Geriatric products.

supplement). Photography.
Intravenous injections and irri- Processing blood fractions.

gating solutions. As chemical starting material.
Insecticides. Metal plating.
Antiperspirants. With aspirin.
Sweeteners. Leather substitute.

U. CATALYST

Hair preparations. 50 suggested. 
Water purifiers. Metal complexing. 
Lubricant. Antioxidants. 
Browning of food products. Semen diluent. 
Miscellaneous medical uses—over
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Chattem has found that many of the users of glycine require unique 
physical forms of their raw materials. By supplying special modifica 
tions in the glycine crystal it has provided a service to the American 
industry which it feels is valuable. In addition, Chattem endeavors 
to maintain a synopsis of all of the published literature. By such cus 
tomer service, Chattem has always been able to command at least a 
small portion of the domestic sales market despite its difficulties with 
less-than-fair-value imports.

HISTORY OF THE IMPORTATION OF GLYCINE INTO THE UNITED STATES

Rise in imports
We do not know the exact percentage of domestic glycine consump 

tion supplied by imports prior to 1964, but believe it to have been sub 
stantially less than 25 percent.

At the beginning of 1964, the U.S. glycine industry consisted of two 
major producers. Imports in that year from all countries supplied 25 
percent of U.S. consumption and were sold at prices considerably be 
low the price of the domestic product.1

In the latter part of that year Chattem Chemicals became the third 
U.S. producer of glycine. Armed with the license obtained from SPCI 
conferring the right to use their newly patented and highly efficient 
production process, Chattem Chemicals sought to be more competitive 
with imports than the other two firms. The period of crisis for the 
domestic industry began in 1965 when competition in the U.S. glycine 
market became increasingly severe as large quantities of imported 
glycine entered the U.S. market at less than fair value prices—prices 
which averaged as much as 25 percent to 30 percent less than the price
of domestically produced glycine.3 

As a result of i;unfairly priced imports, domestic production fell by 
more than 40 percent, while imports increased by 140 percent in the 
single year between 1966 and 1967?

One of the two original producers of glycine, Dow Chemical Co., 
ceased production in 1965. The other original producer, Benzol Prod 
ucts, ceased production in the latter part of 1966 and turned to a for 
eign source for supplies of glycine which were then resold on the U.S. 
market. The foreign source of supply for Benzol was a French pro 
ducer, DeLaire, which was determined by the Tariff Commission to 
have been guilty of dumping glycine on the U.S. market to the injury 
of Chattem Chemicals, by now the sole surviving U.S. producer.

By the end of 1967, imports, which had supplied less than 25 per 
cent of U.S. consumption in 1964, accounted for 70 percent of the U.S. 
market.4

Moreover, the Tariff Commission reported that during 1967, the 
last full year before imports were affected by Chattem's antidumping 
proceedings, imports sold at less than fair value in the U.S. market 
accounted for at least 35 percent of all U.S. consumption, and perhaps 
more.5

1 Tariff Commission publication 313, p. 14.
a Id., at 4.
* Ibid.
' Ibid.
6 Id., at 12.
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As a percentage of sales, less-than-fair-value imports accounted for 
over 40 percent of total U.S. sales in 1967. In that year imports were 
supplied by four countries in the following proportion: Japan, 39 
percent; the Netherlands, 36 percent; France 13 percent; and West 
Germany, 12 percent. 6
Price depressant effect

As a direct or indirect effect of the less-than-fair-value sales by the 
Japanese and French producers, all imports at the unusually low 
prices have either depressed or suppressed the U.S. market price for 
glycine.

Prior to the entry of significant import quantities in 1964, U.S. 
market prices for glycine had remained fairly constant for 15 years. 
Referring to our invoice records for the period 1951 through 1960, 
virtually every purchase made by our company from the two original 
U.S. producers then selling glycine, N.F., was at the price level of 
$1.30 or $1.25 per pound, and then down to $1.00 in 1961. The last 
price reduction enacted by Dow Chemical and Benzol Products, be 
fore they ceased production of glycine, occurred in 1963 when the 
price was further lowered to $0.96 per pound. ;

By 1965, Chattem was producing its own requirement of glycine 
and offering quantities for sale at $0.95 per pound. In the following 
one and a half years Chattem began producing and selling glycine, 
its price declined to $0.75 per pound "as a result of the price erosion 
caused by less-than-fair-value imports. Even at that price level we 
were not competitive with imports, which, as we noted earlier, 
averaged as much as 25 to 30 percent less than the price of 
domestically produced glycine. We were able to survive the predatory 
pricing practices of importers and continue production primarily be 
cause of our good customer services and because we could supply 
orders with less timelag. But even with these advantages over im 
porters, price was the dominant factor with a majority of consumers 
and restricted us to a very small percentage of the U.S. market.

ANTIDUMPTTNG PROCEEDINGS

Faced with a chaotic and disrupted glycine market, and having in 
formation which established a prima facie case of dumping against all 
four foreign suppliers, Chattem Chemicals filed antidumping com 
plaints on March 1, 1968. In April 1969, the Treasury terminated its 
proceedings against West Germany for the reason that production 
in that country had been discontinued. 7

It did not attempt a disposition on the merits of whether or not 
West Germany's previous sales in the U.S. market had been at less 
than fair value. In May 1969 Treasury terminated proceedings against 
the Netherlands, 8 on the merits, for the reason that there were no sales 
in the home market or third countries at higher prices—that is, that gly 
cine from that source was being sold at fair value in the United 
States within the meaning of the Antidumping Act. This left only 
imports from Japan and France still involved, and despite the fact

«Id., at 4.
* 34 F.R. 2210 (1967) ; 34 F.R. 6447 (1969) (final negative determination).
8 34 F.R. 7334 (1969) ; 34 F.R. 11427 (1969) (final negative determination).
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that the record clearly showed that both were being sold at less than 
fair value, the Treasury Department in November 1969 terminated 
its proceedings against the Japanese importers and referred the case 
of the French imports alone to the Commission for an injury deter 
mination.

It was the Treasury Department's reason for the termination of its 
proceedings against less-than-fair-value imports from Japan which 
caused the prinicipal problem in the case. The Secretary found that 
both the French and the Japanese importers' sales prices were less 
than their home market prices, and, accordingly, both were selling at 
less than fair value within the meaning of the Antidumping Act.

Nevertheless, because the Japanese exporters agreed to discontinue 
the less-than-fair-value sales through price revision, the Treasury De 
partment offically found that imports from Japan were not being sold 
at less than fair value, despite the fact that the evidence clearly es 
tablished that they were when the complaint was filed. 9

Faced with this difficult procedural problem, three of the four 
Tariff commissioners finding injury nevertheless determined that 
less-than-fair-value imports from Japan as well as France were the 
source of the injury, and disregarded the country designation in the 
Treasury Department notice which specified imports from France 
alone. I quote from the majority's decision:

. . . We hold that we are not bound by the country designations in the 
Treasury Department notice; that the matter before the Commission in this 
case is not "Glycine from France," but "Glycine,"; and the issue is whether imports 
of glycine at less than fair value from all sources have injured the domestic 
glycine industry. There can be no doubt that they have. 10

Chairman Sutton, although weighing the cumulative effect of 
Japanese and other less-than-fair-value sales with those from France 
to find injury, limited his opinion to imports from France alone.

Even the two commissioners who found in the negative on the ques 
tion of injury did so upon purely technical grounds.

Commissioner Leonard, in discussing less-than-fair-value imports 
from Japan, noted that such imports increased 600 percent in only 1 
year, that they were sold at much lower prices than other imports, and 
that they were resold by the importers at prices 17 to 26 cents per pound 
below the weighted average price received by all importers, which 
would mean almost anywhere from 28 to 32 cents less than the average 
price received by Chattem Chemicals. Yet, because of the procedural 
precedents involving Treasury's country designations which the ma 
jority broke with, he would not even venture as far as Chairman Sutton 
and consider the Japanese sales as other than fair value sales in trying 
to assess their effect on the French sales and in turn the combined effect 
on the domestic industry. In so doing, however, he frankly acknowl 
edged that his views could be characterized as technical.11

SUBSEQUENT TREASURY ACTION

Thus, on the basis of the decision of three-fourths of the Commis 
sion's majority, the Treasury Department was notified of the affirma-

•34F.R. 19210 (1969).
«T.C. publication 313, pp. 11,12.
»Id., at 27-33.
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tive determination against "all" imports of glycine sold at less than 
fair value.

On March 18, 1970, Treasury published its antidumping notice, 
which declared that the Tariff Commission's determinations "consti 
tute a finding of dumping with respect to aminoacetic acid (glycine) 
from France." 12 Despite the fact that the Commission's majority made 
perfectly clear that its determination of injury was applicable to all 
less-than-fair-value imports, specifically, those from Japan in addi 
tion to France, Treasury's amendment to the Customs regulations 
added only glycine from France to the list of findings of dumping cur 
rently in effect.

THE NEED FOR CONGRESSIONAL ACTION J INADEQUACY OF ADMINISTRATION
REMEDIES

Thus, Chattem Chemicals, having exhausted its administrative 
remedies under the Antidumping Act and obtained the full extent 
of remedial action available thereunder, nevertheless continues to be 
threatened with future injury by the importation of dumped glycine 
on the U.S. market.

Chattem invested considerable time, expense and patience in attempt 
ing to rid the U.S. glycine market of unfair competition from the 
approach provided under the Antidumping Act of 1921, as amended. 
Almost 2 years elapsed from the filing of the antidumping complaints 
with Treasury in March of 1968 to the final Tariff Commission deter 
mination of injury this past February. Although our purpose here 
today is not to give public vent to our quarrel with certain procedural 
aspects under the Antidumping Act, many of -which we consider ques 
tionable under the express language and purpose of the act itself, and 
which are now undergoing long-overdue revision, the climax to all our 
efforts resulted only in terminating direct less-than-fair-value imports 
from France, which, in the first place, never accounted for more than 
a small percent of all imports in any single year.

The Treasury Department, which has sole jurisdiction over whose 
imports shall be assessed dumping duties, chose to ignore the Tariff 
Commission's inclusion oi Japanese imports in its injury determina 
tion even though the margins of dumping and the incidence of injury 
in the case of imports from that country have been much greater 
than in the case of French imports. Of course, in taking the action it 
did, the Treasury Department was entirely consistent with previous 
practice.

DUMPING CONTINUES DESPITE ANTIDUMPING MEASURES

Moreover, it now appears that what the antidumping proceedings 
have deterred the French and Japanese from doing directly they are 
now apparently fully prepared to resume doing indirectly. The fact 
that the Japanese have dumped indirectly in the past was pointed out 
by Chairman Sutton in the Tariff Commission report from which I 
now quote:

* * * the Commission received unrefuted evidence that Japanese glycine has 
been, and is being, sold in Europe at prices well below the Japanese market value,

"35F.R. 5009 (1970).
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that some of these European shipments have been resold and -diverted to the 
United States at about twenty cents .below the Japanese market value.13

To the same effect, at another place in Chairman Button's decision, is 
this comment on indirect glycine exports to the U.S. market:

To understand the full effect of LTFV sales on our domestic industry, it be 
came apparent that we had to look not only at our domestic market place, but 
the world market, if we were to make a proper appraisal. Japanese glycine sold 
at LTFV not only came directly into the United States, but also via Denmark. 
French glycine came not only directly to the United States, but it has also been 
imported via West Germany, the Netherlands, Denmark, and England at prices 
below fair value at determined by Treasury."

What this, of course, means is that through a series of paper transac 
tions with European intermediates, which would give the appearance 
of, or, perhaps, actually constitute, arm's length transactions, glycine 
of French or Japanese origin can continue to be dumped on the U.S. 
market with impunity, causing further injury to Chattem. By selling 
to a European or other third country firm, which subsequently resells 
to the United States, glycine producers selling at less-than-f air-value 
become immune to further action under the Antidumping Act because 
the country importing from them then becomes the "country of expor 
tation" under the terms of the act when it diverts the less-than-fair- 
value glycine to the U.S. market. It is this apparent loophole in the 
Antidumping Act which we fear the Japanese and other foreign pro 
ducers intend to fully exploit.

Thus, we are at the point where unless the Congress takes appro 
priate action to restrict imports, the domestic industry will surely be 
forced to further endure the longstanding hardship and injury in 
flicted upon it as the result of the dumping of glycine on the U.S. 
market.

The future intent of the Japanese to continue to circumvent the 
dumping restraints placed on them by Treasury, in their direct sales 
to the United States is clearly seen in a confidential report to Chattem 
from a large chemical brokerage firm, dated November 21,1969, which 
was 4 days after Treasury sent the antidumping case to the Tariff 
Commission, and a full year after Japan gave Treasury its assurances 
that it would cease dumping on the U.S. market.

A copy of the original letter has been given the staff of the com 
mittee and is, of course, available to any member who might wish to 
review its contents. I might also add at this point that the Tariff Com 
mission is in possession of numerous other confidential sources of 
information bearing on this aspect of the problem. We, as a private 
party, have not been able to obtain copies from the Commission's files 
because of their confidentiality, but that would pose no bar to the 
committee's obtaining such information.

I now quote from our confidential report:
. . . one of our suppliers from whom we occasionally purchase imported 

chemicals from both Japan and Western Europe is now planning to bring in 
Glycine. . . .

I am told that the material will be of Japanese origin and more than likely 
come in from Germany. I am told that the reason for this is that because of 
existing trade agreements as well as the "dumping problem" one [a U.S. con-

U T.C. publication 313, p. 15. 
" Id., at 20.
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sumer] can purchase Japanese glycine In a European country more cheaply 
than they can purchase it directly from Japan. . . .

I am told that the price as of now is $.48 per pound, duty paid . . . and is 
identified only as NF-12 material. There is some indication that we will be able 
to get the price down to $.47 although this is not yet firm. We are attempting 
if at all possible to learn the name of the Japanese producer in this particular 
instance.

It appears that the importer is going to go after all known users of glycine in 
a most aggressive manner and at the present time is considering pricing on the 
order of $.55 per pound delivered. This would be for the smaller accounts and 
quite possibly they will be willing to go off another penny or so for truckload 
quantities.

On the basis of the above, Chattem feels that only the Congress, by 
enactment of appropriate legislation, can secure an orderly and stable 
domestic glycine market.

LEGISLATION TO STABILIZE MARKET AND PREVENT FUTURE DUMPING

There are two distinct and separate approaches embodied in reme 
dial legislation presently pending before the Congress. Mr. Fulton's 
bill, H.E. 17664, would subject imports to a quota arrangement, re 
stricting them to the total quantity imported in 1966, provided the 
foreign-supplying countries entered into voluntary agreements; or, to 
the quantity imported in 1964, if after 180 days following the enact 
ment of that bill no such agreements have been consummated. This 
bill, as regards allowable import penetration, is very reasonable, for 
even if imports were limited to the quantity imported in 1964, they 
would still have 25 percent of total U.S. consumption; at the. 1966 
level, they would be allowed to supply approximately one-half of U.S. 
consumption, a very generous quota allotment by any standard.

Because we were made aware of some concern on the part of certain 
officials in the Government that an industry of our relative smallness 
might be deemed insufficient to justify the complexity associated with 
a quota, Congressman Fulton introduced H.E. 17665 to create a special 
tariff provision for imported glycine and add a specific duty of 25 
cents per pound to the 8.5-percent ad valorem duty, scheduled to fall 
to 6 percent in the next Kennedy round stage of tariff reductions.

This raises the very substantial question of whether the addition of 
a 25-cent-per-pound duty to the ad valorem rate would be as effective 
in curbing imports as the imposition of an absolute quota. We frankly 
do not know the answer to that question.

We do know, however, that the vast majority of all exports of gly 
cine to the Uniited States have been sold on an incremental basis, and 
as such, do not bear a strict or fixed-cost burden. The Dutch, and per 
haps the Japanese also, produce glycine primarily in order to achieve 
a full utilization of their enormous monochloroacetic acid capacity, 
the basic raw material in the production of glycine. This makes it 
exceedingly difficult for us to determine what the break-even price 
level would be for exports of glycine to the United States from any 
one of the supplying countries, and, thus, the extent to which they 
could absorb the additional duty and still make profitable sales on 
this market.

Over the past 5 years, the Japanese have demonstrated a remarkable 
ability to undercut any competitor's prices by such substantial margins 
as to lead us to believe that they consider glycine to be a surplus com-
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modity which can be unloaded in the marketplace for whatever price 
it will fetch. The Tariff Commission has already shown that Japan 
has made previous shipments of glycine to the United States via Den 
mark for resale at about 20 cents below their home market value. The 
price depressant effect these imports have on the market, and the 
proven ability of the Dutch and French to compete pricewise on the 
U.S. and world glycine markets with the Japanese, convinces us that 
anything less than a 25-cent specific duty would be ineffectual in 
counterbalancing the actual and potential margins of dumping.

Even though the addition of a specific duty would not give us the 
advance assurance of a stable and orderly market that a quota bill 
naturally provides, nevertheless, in the interest of administrative 
simplicity, we are prepared to recommend its enactment in preference 
to the more complex quota legislation.

CONCLUSION
When we entered this market in 1965, we realized that domestic 

production was declining while imports were on the upswing. But we 
attributed this at that time to the better quality of imports, which we 
were able to match because of our improved technology and efficiency. 
We were determined to provide the highest quality glycine available 
on the U.S. market and superior customer services in order to serve 
this market.

It did not take us long to realize that a quality product and a com 
petitive spirit were not enough to withstand the competition provided 
by imported glycine. As evidence mounted that we were the victim of 
a predatory price war among importers, who were selling at less- 
than-fair-value, we took our case to the Treasury Department and 
initiated action under the Antidumping Statute. As we have recounted 
in our testimony, even the affirmative, and semmingly far-reaching, 
result obtained in that action cannot ensure a fair and stable market 
for the future.

Accordingly, we are left with no alternative but to urge enact 
ment of legislation to restrict unfairly priced imports. In so doing, we 
want to emphasize that ours is not an outmoded, inefficient industry 
that is simply unable to keep pace with import competition in the 
U.S. market. Our glycine is of the highest quality found anywhere 
in the world, our production process the most modern and efficient, 
and our know-how the most extensive. Moreover, we welcome compe 
tition and invite it from all who wish to compete for this market on 
a fair and reasonable basis.

I would also like to emphasize the point which I have attempted 
throughout my testimony here today to convey to the members of this 
committee, and that is that we tested every other available avenue of 
relief from unfair foreign competition that we were aware of before 
seeking your help. We tried at first to compete with dumped imports 
without any governmental intervention at all by dropping our price 
from $0.95 per pound to $0.75, by working to improve our produc 
tion process, and by constantly improving and expanding our cus 
tomer services. It was not until this had proven ineffectual in meeting 
import competition that we even initiated antidumping actions against 
the less-than-fair-value imports. Now that we have learned that the
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Japanese, and perhaps others, plan to continue dumping indirectly 
through European intermediaries, it is clear that our only resource is 
to the Congress.

We, therefore, urge this committee to insure a fair and stable 
domestic glycine market by reporting favorably H.R. 17665.

Mr. Chairman, members of the committee, thank you for the oppor 
tunity to be heard and for your interest in our problem.

(The report and bills H.R. 17664 and H.R. 17665, referred to, 
follow:)

UNITED STATES TABIFF COMMISSION, WASHINGTON
FEBBUABY 17, 1970. 

[AA1921-61]
AMINOACETIO ACID FBOM FBANCE—DETEBMINATION OF INJUBY

On November 17, 1969, the Tariff Commission was advised by the Assistant 
Secretary of the Treasury that Aminoacetic Acid (Glycine) from France is be 
ing, and is likely to be, sold at less than fair value within the meaning of the 
Antidumping Act, 1921, as amended. In accordance with the requirements of 
section 201(a) of the Antidumping Act (19 U.S.C. 160(a)), the Tariff Commis 
sion on November 18, 1969, instituted investigation No. AA1921-61 to determine 
whether an industry in the United States is being, or is likely to be, injured, or is 
prevented from being established, by reason of the importation of such mer 
chandise into the United States.

A public hearing was held beginning on January 13, 1970. Notices of the 
investigation and hearing (subsequently postponed) were published in the Fed 
eral Register (34 F.R. 18775; 20076). ' .f =* ' .

In arriving at a determination in this case, the Commission gave due con 
sideration to all written submissions from interested parties, evidence adduced 
at the hearing, and all factual information obtained by the Commission's Staff 
from questionnaires, personal interviews, and other sources.

On the basis of the investigation, the majority of the Commission has deter 
mined that an industry in the United States is being injured by reason of the 
importation of aminoacetic acid sold at less than fair value within the meaning 
of the Antidumping Act, 1921, as amended.1

STATEMENT OF REASONS FOB AFFIRMATIVE DETEBMINATION 

VIEWS OP COMMISSIONERS CLUBB, NEWSOM AND MOOBE
This case arises under the Antidumping Act of 1921, as amended, section 

201 (a) of which" -requires that whenever the Secretary of the Treasury deter 
mines that a "class or kind of foreign merchandise" is being sold in the United 
States at less than fair value (hereinafter LTFV), he shall advise the Tariff 
Commission whereupon the Tariff Commission shall determine whether a do 
mestic industry is being, or is likely to be, injured "by reason of the importation 
of such merchandise." Pursuant to this Act the Treasury Department has in 
formed the Commission that Aminoacetic Acid (Glycine) ' is being imported 
from France at less than fair value.*

1 Commissioners Clubb, Newsom, and Moore determine that an Industry Is being Injured by reason of imports of glycine from France and other countries. Chairman Button deter mines that an Industry in the United States Is being injured by reason of imports of glycine from France and deems it inappropriate for the Commission to make its deter 
mination extend beyond such imports. Commissioners Thunberg and Leonard determine In the negative.

a Section 20(li(a) of the Antidumping Act provides In pertinent part as follows:
Whenever the Secretary of the Treasury . . . determines that a class or kind of

foreign merchandise is being, or is likely to be, sold In the United States or elsewhere
at less than its fair valuta, h* shall so advise the United States (Tariff Commission,
and the said Commission shall determine within three months thereafter whether an
Industry in the United States is being or is likely to be Injured ... by reason of
the importation of such merchandise Into the United States. ... 19 U.S C § 160(a).

« Glycine is a white, odorless, crystalline material with a sweetish taste which is usedprincipally in pharmaceuticals. It is also used; as a post-operative nutriment for Intravenousfeeding and as a low calorie sweetener.
* Letter from Assistant Secretary Rossldes to Chairman Sutton dated November 12, 1969.

46-127 O—70—pt. 12———19
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We have determined that (1) neither our investigation nor our findings are 
limited to the countries designated by the Treasury Department and (2) that 
the "class or kind of foreign merchandise" before the Commission is glycine 
imported at LTFV, not just that imported from France. After considering the 
effect of all imports of glycine at LTFV, we have determined that an industry 
in the United States is being injured by reason of such imports.

This case has its origin in the period 196&-67 when competition in the United 
States glycine market became increasingly severe as large quantities of imported 
glycine entered the U.S. market at LTFV prices—prices which averaged as much 
as 25% to 30% less than the price of domestically produced glycine.

As a result of this price structure, domestic production fell by more than 40%. 
while imports increased 'by 140% between 1966 and 1967. By the end of 1967, 
imports, which had supplied less than 25% of U.S. consumption in 1964, had 
taken over 70% of the U.S. market At that time imports were supplied by four 
countries in the following proportions: Japan, 39% ; the Netherlands, 36% ; 
France, 13% ; and Germany, 12%.

On March 1, 1968, these proceedings were begun when Chattem Drug and 
Chemical Company, the sole U.S. producer of glycine, filed a dumping complaint 
with the Treasury Department, alleging that imports from all four countries 
were being sold at less than fair value. In April and May 1969 the Treasury 
Department terminated its proceedings against the exporters from West Ger 
many 5 and the Netherlands 6 for reasons not in issue here. This left only imports 
from Japan and France still involved, and despite the fact that it appears from 
the record that both were being sold at LTFV, the Treasury Department in 
November 1969 terminated its proceedings against the Japanese exporters and 
referred the case of the French imports alone to the Commission for an injury 
determination.

It is the Treasury Department's reason for the termination of its proceedings 
against LTFV imports from Japan which has caused the principal problem in 
this case. The 'Secretary found that tooth the French and the Japanese exporters' 
sales prices were less than their home market prices, and, accordingly, both 
were selling at less than fair value within the meaning of the Antidumping Act. 
Nevertheless, because the Japanese exporter 'agreed to discontinue the LTFV 
sales, the Treasury Department officially found that imports from Japan were 
not .being sold at LTFV,' despite the fact that the evidence clearly shows that 
they were when the complaint was filed. Imports from France, on the other 
hand, were found to be at LTFV, and this matter was referred to the Commission 
for an injury determination.8

The problem with the dismissal of the Treasury Department proceedings 
against Japanese LTFV imports is that the Japanese exporters were the principal

5 In April 1969 the Secretary of the Treasury determined that Glycine from West
Germany was mot being, and was mot likely to be sold at less than fair value becamse—

The only known producer of Aminoacetic Acid (Glycine) for exportation to the
United States has discontinued production of the product and has (riven assurances
that no further shipments will be made to the United States. (34 F.R. 2210 (1969).)

The final negative determination for West Germany was filed April 11, 1969. (34 F.R.
6447 (1969).)

8 In May 1969 a negative determination by the Secretary was made with respect to 
shipments from the Netherlands (because glycine from that source was being sold at fair 
value). (34 F.R. 7334 (1969).) The final negative determination for the Netherlands was 
filed June 26. 1969. (34 F.R. 11427 (1969).)

7 A tentative determination for Jaipan was filed September 27, 1969, and read in; pertinent 
part as follows:

I hereby make a tentative determination that Aminoacetic Acid (Glycine) from 
Japan is not being, nor likely to be, sold at less than fair value within the meaning of 
section 201 (a) of the Act (19 U.S.C. 160 (a)).

Statement of reasons on which this tentative determination is based. * * * 
Comparison between purchase price or exporter's sales price and home market 

price revealed that exporter's sales price and purchase price were lower than home 
market price.

Upon being advised of the above, exporters of the glycerine from Japan provided 
assurances that they would make no sales to the United States at less than fair value 
within the meaning of the Antidumping Act.

The final negative determination for Japan was filed November 28, 1969. It stated that—
The statement of reasons for the tentative determination was published in the

above-mentiomed mortice and interested parties were afforded until November 1, 1969,
to make written submissions or requests for an opportunity to present views in
connection with the tentative determination.

No written submissions or requests having been received, I hereby determine that 
for the reasons stated in the tentative determination. Aminoacetic Acid (Glyctae) 
from Japan is not being, nor likely to be. sold at less than fair value (section 201 (a) 
of the Act; 19 U.S.C. 160 (a)). (34 F.R. 19210 (1969).) 

"34F.R. 18559 (1969).
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disruptive force in the U.S. market—the French LTFV imports merely played a 
contributory role. The Japanese exporters sold at much lower prices and in 
much larger quantities than the French," and undoubtedly were the major 
cause for the filing of the complaint. Yet if the Commission confines its investiga 
tion and determination to France, the country designated in the Treasury De 
partment notice, it is possible that either no injury determination at all could 
be made (the conclusion reached by Commissioners Thuniberg and Leonard), 
or that the dumping determination would be made against the French exporters 
who were not the principal offenders (the conclusion reached by Chairman 
Sutton).

This presents a procedural issue which has not been involved in prior cases.
The Antidumping Act requires the Secretary of the Treasury to notify the 

Commission when he has determined that a "class or kind of foreign merchan 
dise" is being imported at less than fair value. In the past the Secretary has 
always attached a country designation to his advice to the •Commission, as he did 
in this case. For example, the Commission has been advised of LTFV sales of 
Window Glass from the U.S.S.B., Chromic Acid from Austria, and Concord 
Grapes from Canada. In each instance the Commission as a matter of conveni 
ence limited the scope of its investigation to the LTFV imports from the country 
named in the Treasury Department's notice.

We have never 'before had occasion to determine, however, whether we are 
legally bound by the country designation in the Treasury Department notice, 
because in no previous case has it been crucial to our determination. To put 
it another way, we have never determined whether a product from country X 
is a different "class or kind of foreign merchandise" for purposes of the Anti 
dumping Act than the identical product from country T.w Accordingly, despite 
Commission acquiescence in the country designations which have been attached 
to dumping cases in the past, we 'believe that this issue is still to .be decided. 
We reject the argument that our affirmative determination in this case upsets 
ancient and established precedents.

After reviewing the available authorities, we have determined that the Com 
mission is not bound by the country designation in the Treasury Department 
notice. We find no evidence in the legislative history of the Antidumping Act 
that Congress intended the term "class or kind of foreign merchandise" to 
carry a geographical connotation, nor does the common meaning of "class" or 
"kind" found in the dictionary support it. '^Class" is defined as—

"•& number of ... things regarded as forming a group by reason of common 
attributes, characteristics, qualities, or traits." ll 

"Kind" is defined as—
"A class or group of individual Objects ... of the same nature or character 
or classified together because they have traits in common." M

Thus it is the qualities, attributes or traits inherent in the imported product 
itself which must determine its "class or kind" for purposes of the Antidumping 
Act."

Realistically, it could not be otherwise. Congress enacted the Antidumping 
Act to protect domestic producers'from unfairly priced imports of the "class or 
kind" produced by them. The geographic origin of the imported product is 
irrelevant to this issue. LTFV import of glycine from one country have the 
same effect on the domestic producers at LTFV imports of glycine from any

"Data relating to sales and prices were submitted in confidence to the Commission. 
Kules prohibiting the disclosure of confidential Information prevent a more precise state 
ment of facts.10 Implicitly, It might be said that we have determined that Identical products are In 
the same "class or kind" of merchandise, since in cases where Imports of the same 
product from several countries have beeni before us at the same time, we have tested the 
cumulative effect of all. PW Iron from East Germany, Ceechoslovakia, Romania and the 
U.S.8.R.. Potash from Canada. France, and West Germany. If the product from one country 
was a different "class or kind" of merchandise than the identical product from another 
country, the Act would require that we treat each separately.

11 Random House Dictionary of the English Language (1966), pg. 272.
13 Id., at 787.13 Judicial interpretation of similar statutory terms also establishes that a class must 

be determined by the inherent characteristics of the thing or persons being classified, and 
not by such exstraneous considerations as geography or ownerahlp. See, Switchmen's 
Union of N. America V. National M. Board, 135 F. 2d 785. 793-94 (D.C. dr., 1943), rev'd. 
on other grounds 320 U.S. 297 ; Inter County Rural E. Cooperative Corp. v. Reeves, 171 
S.W. 2d 978 (Kty. 1943) ; Star-Kist Foods, Inc. v. United States, 150 F. Supp. 737 (Cust 
Ct., 1956).
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other country. Both are sold to potential customers of the domestic producer. 
Both have an effect on price competition in the domestic market. And both 
contribute to the injury to the domestic producer.

As the producer in this case observed, it is not possible to neatly separate the 
effects of French and Japanese LTFV sales, because a domestic producer sub 
jected to unfairly priced imports from several sources is like a man assaulted by 
three assailants in a dark alley—he doesn't know which one cut his arm and 
which one put the lump on his head, all he knows is that the three combined 
injured him.

If the Commission's investigation and finding is limited by the country designa 
tion in the Treasury Department notice, as two of the dissenting Commissioners 
believe it is, we would be required to treat LTFV imports of gylcine from each 
country as a separate "class or kind of foreign merchandise," and we would be 
required to trace and separate the effects of LTFV imports from each country, 
making separate the effects of LTFV imports from each country, making separate 
injury determinations for each one. If we were unable to trace the effects 
of each country's LTFV sales, we would presumably be required to make a finding 
of no injury, despite the fact that the evidence clearly shows the domestic 
producer has been severely injured by all LTFV imports combined.

We believe that such a rigid interpretation of our responsibilities runs counter 
to the plain words of the Act, as well as contrary to the obvious Congressional 
intent expressed therein. Accordingly, we hold that we are not bound by the 
country designations in the Treasury Department notice; that the matter before 
the Commission in this case is not "Glycine from France", but "Glycine"; and 
the issue is whether imports of glycine at less than fair value from all sources 
have injured the domestic glycine industry.

There can be no doubt that they have. During 1967, the last full year before 
imports were affected by this proceeding, imports sold at less than fair value 
in the United States market accounted for at least 35% of U.S. consumption, and 
perhaps more. These LTFV imports, especially those from Japan, sold at prices 
considerably below the domestic product, and had a substantial price depressing 
effect on the "U.S. market. Under these circumstances there can be no doubt that 
the domestic industry has been injured by the LTFV imports.

It is argued that, however correct this interpretation of the Act might be for 
future cases, it cannot be utilized here because the Commission's Notice of In 
vestigation referred only to LTFV imports of glycine from France and to include 
LTFV imports from Japan in the investigation or findings would deny thr 
Japanese exporter due process of law. In this connection our attention has been 
invited to Carl Zeiss, Inc. v. United States, 23 COPA 7 (1935). We think it is 
sufficient to note that the Zeiss case arose under a statute (Sec. 336 of the Tariff 
Act of 1930, as amended, 19 U.S.O. § 1336) which directs that the Commission 
shall "hold hearings and give reasonable public notice thereof, and shall afford 
reasonable opportunity for parties interested to be present, to produce evidence, 
and to be heard at such hearings." In contrast, the Antidumping Act merely directs 
the Commission to conduct "such investigation as it deems necessary." More 
over, we note that there are no LTFV imports of glycine awaiting liquidation, 
and, accordingly, no dumping duties will be payable at this time either .by the 
French or the Japanese exporters as a result of this determination.

In any event, failure to consider Japanese LTFV imports in this case would 
not only discriminate against the French exporter who would be barred from 
further dumping while his Japanese competitors would be under no such bar, 
but it would provide inadequate protection to the domestic producer as well. 
We think that such a result would be contrary to the requirements of the 
Antidumping Act.

VIEWS OF CHAIRMAN BUTTON

In my opinion, an industry in the United States is being injured by reason 
of the importation of aminoacetic acid (glycine) from France, which is being 
sold in the United States at less than fair value (LTFV) within the meaning 
of the Antidumping Act, 1921, as amended .
The domestic industry

In making this determination under section 201 (a) of the Antidumping Act, 
1921, as amended, I have considered the injured industry to be those facilities 
in the United States that produce aminoacetic acid (glycine), hereinafter referred 
to as "glycine".
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In early 1964 the United States had two major producers of glyclne; imports 

from all countries supplied one fourth of U.S. consumption and were sold by 
importers at prices considerably below the price of the domestic product. In the 
latter part of that year the complainant in this case became the third U.S. 
producer of glycine using a highly efficient new method of production which 
appears to have enabled the firm to be more competitive with imports than the 
other two firms. One of the two original producers ceased production in 1965. 
The other producer ceased production in the latter part of .1966 when it turned 
to foreign sources for supplies of glycine to sell in the United States, a major 
source being LTFV imports from France.
Glycine imports

The complainant advised the Treasury Department that glycine was "being 
imported into the United States under such circumstances as to bring it within 
the purview of the Antidumping Act." The Treasury Department investigated the 
practices of all known world producers.

The Netherlands.—Glycine from the Netherlands was found on the merits to be 
sold at or above fair value."

West Germany.—Treasury's investigation of glycine from West Germany was 
discontinued with a determination of no sales at LTFV based on a cessation of 
production apparently wholly unrelated to the pendency of the dumping issue. The 
case was not decided on the merits."

Japan.—Glycine from Japan was ascertained by Treasury to have been sold 
at LTFV prior to December 1968. However, upon receipt of assurances from the 
Japanese producers that they would cease shipping at prices below fair value to 
the United States, the Treasury made a "technical" determination of no sales a 
LTFV in 1969.18 Direct imports of glycine from Japan were all sold at fair value 
after November 1968.

Treasury records indicate that the margins of dumping (or amounts of price 
discrimination) in the case of imports from Japan prior to December 1968 were 
generally much greater than the margin which existed in the case of the French 
imports. Also, the Commission received unrefuted evidence that Japanese glycine 
has been, and is being, sold in Europe at prices well below the Japanese market 
value, that some of these European shipments have been resold and diverted to 
the United States at about twenty cents below the Japanese market value.

France.—Glycine from France was determined to be, and likely to be, sold at 
less than fair value in the United States.17 The margin of dumping (or amount of 
price discrimination) in the early onset of competition was for practical purposes 
equivalent to the price differential between domestic glycine and French glycine. 
French imports constituted 25 percent of all imports or 13.2 percent of U.S. con 
sumption of glycine in 1968.
Cumulative and sequential impact of LTFV imports

Because the Treasury published a negative determination regarding glycine 
imports from Japan, the producer of the LTFV imports from France, who ships 
glycine directly to the United States, has contended that it is not appropriate 
for the Commission to weigh the combined impact of the imports from both Japan 
and France in his case. He contends that we must consider only the impact of 
imports of French glycine; further, he contends that he was not undersold imports 
from Japan but has had to lower his prices to, or almost to, the price level of- the 
Japanese product if he is to sell in the United States.

The contentions of the French producer must be rejected. These contentions 
are based upon technical matters regarding the respective jurisdictions of the 
Treasury and the Tariff Commission under the Act. In my opinion, these technical 
matters, as will be explained below, do not preclude the Commission's considera 
tion of the cumulative and sequential impact on the domestic industry of all 
LTFV imports from both Japan and France.

The Antidumping Act establishes two separate but interrelated jurisdictions— 
the first being in the Treasury, and the second being in the Tariff Commission. 
The statute vests in the Treasury sole authority to determine the existence or 
likelihood of LTFV sales and to define the class or kind of merchandise involving

14 34 F.R. 7334 ; 11427.
15 34 F.R. 2210; 6447. 
18 34 F.R. 15564 ; 19210. 
17 33 F.R. 14079 ; 18559.
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such LTFV imports. The Treasury only can initiate action under the Act. The 
whether an industry in the United States is being or is likely to be injured by 
such LTFV imports. The Treasury only can initiate action under the Act. The 
Tariff Commission derives its jurisdiction wholly from the formal determination 
of the Treasury. The Commission has no authority to reveiw and revise the Secre 
tary's action in any respect nor, in my judgment, does it have authority to make 
formal determinations of injury pursuant to which the Treasury in making and 
publishing the requisite "finding" under section 201 (a), would be obligated to 
provide for possible assessment of dumping duties outside the scope of Treasury's 
initial determination regarding LTFV sales. Accordingly, in my opinion, the 
Commission's formal action in this case must necessarily be limited to a deter 
mination of injury which can apply only to imports of glycine from France.

The foregoing conclusion, however, does not foreclose the possibility of giving 
consideration to the LTFV imports from Japan. The mutually exclusive jurisdic 
tions vested in the Treasury and the Tariff Commission—while occasioning prob 
lems from time to time in regard to coordination of the respective functions of 
each agency—do not compel this result in this case. The Commission in previous 
determinations under the Antidumping Act has been guided by the principle that 
•all I/TFV imports of a particular product from various sources sold in the United 
States at the same time or in sequence may be considered in the aggregate in the 
context of both their cumulative and sequential impact in the U.S. markets.18 
It will be noted that each of these precedents involves LTFV sales which were the 
subject of formal affirmative determinations of the Treasury Department, whereas 
in the present case one of the Treasury's formal determinations was in the 
negative. The sole question, therefore, is whether the formal negative determina 
tion in this case as a matter of law vitiates the persuasiveness of the earlier 
Commission precedents.

In two of the earlier cases (pig iron and potash), no technical problem existed 
for the reason that Treasury's formal affirmative determinations with respect 
to LTFV imports from all sources were simultaneously before the Commission. 
In the other case (cement), however, it will be observed that the Customs 
Court has upheld the propriety of the Commission's looking into the sequential 
connection between LTFV imports in the case before it and LTFV imports in 
an earlier one involving cement from another source. Likewise, in my judgment, 
it is appropriate in this case for the Commission to look outside the formal 
Treasury determination before it in order to determine, if possible, the facts 
requisite to a proper disposition of the case.

As previously indicated, the Treasury's negative determination with respect 
to glycine imports from Japan was published in the Federal Register. This de 
termination clearly shows on its face (1) that the action taken was not on the 
merits but was remedial in nature, (2) that Treasury revealed to the Japanese 
suppliers that the exporters' sales price and purchase price were lower than home 
market value (or, in other words, were at LTFV), and (3) that Treasury's action 
was premised upon having received from the Japanese exporter assurances 
that no future sales would be made in the United States at LTFV. The technical 
nature of Treasury's formal determination therefore is clearly demonstrated 
on its face. From this published Treasury determination the Commission can 
accept as a fact that Japanese shipments of glycine to the United States made 
prior to the giving of assurances were sold at LTFV. In addition, information 
supplied to the Commission from Treasury records not only corroborates this 
fact but also reveals the very substantial margins of dumping involved. I cannot 
conclude in the circumstances that such legal technicalities prevent the Commis 
sion from giving due consideration to all LTFV imports of glycine from both Japan and France.
Conditions of competition

The market for glycine in the United States has experienced a modest growth 
and has an apparent excellent growth potential because of the many uses 
being made of the product. It is apparent that supplies will have to increase if 
future needs are to 'be met. Despite this glowing description for a market, 
glycine is priced too low for a healthy domestic industry I8 and a close examina-

"gee majority opinions In investigation No. AA1921-22 (Portland cement), affirmed in City Lumber Co. et al. v. United States. R.D. 11557 (now on appeal before the Court of Customs and Patent Appeals) ; Investigations No. AA1921-52. 53, 54 and 55 (pig Iron) ; and investigations No. AA1921-58. 59 and 60 (potassium chloride)
"Two put of three producers hare ceased production and It is evident that they felt their participation In the Industry was not reasonably profitable.
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tion of the conditions of competition needs to be made to ascertain the reasons 
why the domestic industry is suffering from low prices and whether such low 
prices are attributable to sales at LTFV.

To understand the full effect of LTFV sales on our domestic industry, it 
became apparent that we had to look not only at our domestic market place, 
but the world market, if we were to make a proper appraisal. Japanese glycine 
sold at LTFV not only came directly into the United States, but also via Den 
mark. French glycine came not only directly to the United States, but it has 
also been imported via West Germany, the Netherlands, Denmark, and Eng 
land at prices below fair value as determined by Treasury.

Japanese producers, by reason of their selling for export at prices below 
their home market prices, have been the dominant price leaders in the world 
market as well as in the United States. Their prices in both markets are gen 
erally the lowest and must be met by other foreign producers if sales are to be 
consummated. This appears to hold true particularly with respect to the glycine 
producer in the Netherlands, as virtually none of the product is consumed in 
the Netherlands and the producer must depend entirely on sales in the world 
market where delivered cost in the market place is the principal governing 
factor in making a sale. For that reason the Netherland's glycine cannot be sold 
at a price for export to the United States or elsewhere that it might otherwise 
command were the Japanese to sell for export only at their home market price. 
I mention the Netherland's producer in this case because it is the major 
producer in Europe who has clearly not sold at LTFV and is currently the only 
known European producer outside of France. Thus, I find that glycine imports, 
though at fair value, nevertheless enter the United States at depressed or sup 
pressed prices as a principal result of the Japanese practice of price discrimina 
tion, but also in part because of the price discriminating practices of the 
French producers.

Market penetration.—The largest U.S. imports in 1964-66 came from the 
Netherlands, the next largest from Japan, and then France. In 1967 the Japanese 
became the largest supplier. Imports of French glycine are coming in increasing 
quantities into the United States via Belgium, Denmark, England, and West 
Germany at prices considerably below fair value. During the period 1964 to 
1967, inclusive, imports increased their penetration of the U.S. market from 
25 to 70 'percent. Indeed, Japanese sales in the United States increased 600 
percent in the last year of that period. U.S. exports of glycine have been 
negligible.

Price suppression or depression.—As a direct or indirect effect of the LTFV 
sales by the Japanese and French producers, all imports at the unusually low 
prices have either suppressed or depressed the U.S. market price for glycine.

In 1964, the weighted average price of imported glycine from all sources was 
14 cents a pound less than the weighted average price of domestic glycine. In 
1965, when the complainant emerged as a third domestic producer on the mar 
ket, the prices of glycine from virtually every source dropped. The weighted 
avera-ge price of one domestic producer dropped 2 cents per pound, another 
4 cents per pound, and the new producer (the highly efficient plant) entered 
the market at a price several cents lower than either of its domestic competitors. 
Still, the average price of imports in 1965 was 13 cents per pound less than the 
average price of the domestic product. At this point of time, one of the early 
domestic producers ceased production. In 1966, the average price of imports 
dropped an additional 6 cents per pound and the domestic average price dropped 
17 cents per pound, with a mere 2 cents-per-pound lower average price applicable 
to the imported product. At this price level, the second domestic producer 
ceased production and started importing the product to supply its customers. 
The average price of all glycine has continued to drop each year to date, the 
average prices for domestic glycine being higher each year than the average price 
of imported glycine (by 6 cents in 1967 and 4 cents in 1968 and 1969). Thus, 
importers of glycine have undersold domestic producers of glycine in every 
year for the last six years.

STATEMENT or REASONS FOB NEGATIVE DETERMINATION

VIEWS OP COMMISSIONER THTJNBERG

The Congress has divided the responsibility for administering the Antidumping 
Act between the Treasury Department and the Tariff Commission. Such a 
bifurcation of responsibility can be administered successfully—and all parties
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concerned treated equitably—only if the demarcation between the activities of 
the two agencies is unequivocally and unambiguously specified. By the language 
of the statute, "whenever the Secretary of the Treasury determines that a class 
or kind of foreign merchandise. . . .," the Secretary of the Treasury is assigned 
responsibility for classifying, categorizing, defining the commodity being sold at 
less than fair value (LTFV) for purposes of administering the act. Depending on 
the nature of the commodity and of the markets in which it is sold, the scope of 
the appropriate classification scheme may be more or less inclusive. But authority 
for so specifying the commodity being sold at less than fair value is unquestion 
ably assigned to the Secretary of the Treasury and legal and administrative 
precedent supports his authority to delimit the definition of the commodity. In 
the present case the commodity has been so defined as "aminoacetic acid (glycine) 
from France."

In assigning to the Treasury Department responsibility for determining whether 
sales at less than fair value occur, the Congress implied that that agency must 
investigate the volume of sales at less than fair value and the margins by which 
the purchase prices of goods exported to the United States differ from "fair value." 
In the case of a positive finding of LTFV sales, the statute implies that it is the 
responsibility of the Secretary of the Treasury to communicate to the Tariff 
Commission the specifics of its determination—the price data of quantities sold 
at less than fair value, the margins at which these quantities were sold below 
fair value and the period of time over which these sales occurred. Whether or 
not LTFV imports cause injury to a domestic industry depends in preponderant 
part on how much is sold and at what margins below fair value. A small margin 
of dumping could, for example, be injurious if it has characterized a large volume 
of imports in a highly competitive market. Alternatively, a small volume of 
LTFV sales could cause injury if the margin of dumping were sufficiently great. 
In this case LTFV sales of 150,000 pounds of glycine, sold at an average dumping 
margin of about 18 percent, were determined by the Treasury Department to have 
taken place between March 1,1968 and August 11,1968.

An injury determination can be reached only after the specifics of quantity and 
value have been made available. The demarcation between Treasury responsibility 
and Tariff Commission responsibility for the successful operation of the law 
implies that Treasury functions are suspended with its determination and com 
munication to the Tariff Commission of the facts concerning quantity and value 
of LTFV sales. On the basis of the specific facts provided by the Treasury, the 
Tariff Commission assumes responsibility for determining whether injury has 
been caused. In the present case the Tariff Commission announced on Novem 
ber 18,1969, that it was initiating an investigation to determine whether sales at 
less than fair value of aminoacetic acid (glycine) from France are injuring or 
are likely to injure a domestic industry. By its announcement the Commission 
confined its investigation of injury to the effects of imports of glycine from France 
at less than fair value.

LTFV imports from France in 1968 amounted to about 7 percent of domestic 
consumption of glycine. The sole domestic producer of glycine, The Chattem Drug 
& Chemical Co., consumes about two-thirds of its own output which amounts to 
one-quarter to one-third of total U.S. consumption. The sales of glycine to other 
domestic consumers thus account for only one-third of Chattem's production. No 
evidence was found that sales of LTFV imports from France caused Chattem to 
lower its selling prices or to lose sales. The margin of dumping in absolute terms 
was smaller than the difference between the price of the domestic glycine and the 
prices at which imports from Japan were sold in the domestic market. During 
1967-69, moreover, average annual prices received by the sole importer of LTFV 
glycine from France for imported glycine sold in the U.S. market were generally 
higher than the average prices received for glycine by other importers and about 
equal to the average prices received by the domestic producer. Chattem's pro 
duction and sales of glycine, which increased steadily in 1965-68, have expanded 
markedly in recent months to satisfy new demands. Since the company's unit 
production costs decline substantially as volume increases, the larger output 
should enable it to compete more effectively than formerly with imports. I have 
concluded, therefore, that LTFV imports from France are not causing and are 
not likely to cause injury to a domestic industry.

VIEWS OF COMMISSIONER LEONARD

I find no industry in the United States is being or is likely to be injured or 
is prevented from being established by reason of the importation into the United
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States of Aminoacetic Acid (Glycine) from France which the Treasury deter 
mined is being, and is likely to be, sold at less than fair value (LTFV) within 
the meaning of the Antidumping Act, 1921, as amended.

Although total imports of glycine have increased substantially in recent years, 
imports at LTFV from France constituted but a small portion of total imports 
and at no time achieved a substantial penetration of the TJ.S. market. As 
Commissioner Thunberg reports, the Commission's investigation did not sub 
stantiate that sales of glycine from France at LTFV caused the domestic pro 
ducer either to lose sales or to reduce his selling prices. In fact, the average 
prices received during 1967-69 by the only importer of the LTFV glycine from 
France were not only higher than those received by most other importers, but 
were somewhat higher than those received by the domestic producer.

While the record of the investigation fails to support a finding of injury or 
likelihood of injury to a domestic industry by reason of the importation of 
LTFV glycine from France alone, the basis of the findings of the majority in 
this investigation requires me to discuss imports of glycine from Japan. Such 
imports increased 600 percent in only one year, from 65,000 pounds in 1966 to 
492,000 pounds in 1967, as Japan became the principal supplying country. The 
evidence produced during the Commission's investigation indicates that the 
Japanese exporters sold at much lower prices than did other foreign suppliers. 
During 1966-68, a large part of the glycine imported from Japan was resold by 
the importers at prices 17 to 26 cents per pound below the weighted average 
price received by all importers. The low price of glycine from Japan, coupled 
with the large increase in such imports in 1967 and 1968, almost certainly was 
a principal factor in causing price reductions in the U.S. market for glycine.

Despite such evidence, much of which also appeared in Treasury files, the 
Treasury published in the Federal Register a determination that "Aminoacetic 
Acid (Glycine) from Japan is not being, nor likely to be, sold at less than fair 
value."" Therefore, the Commission cannot determine that an industry in the 
United States is being or is likely to be injured, or is prevented from being estab 
lished, by reason of the importation into the United States "of such merchandise," 
glycine from Japan.

With Treasury making such a negative determination on sales of glycine from 
Japan and, therefore, not sending such sales to the Commission for an injury 
determination, I cannot go beyond the statute and in some way be influenced 
by the Japanese glycine sales to find affirmatively in this investigation. Since 
I cannot consider the effect of the sales of glycine from Japan, I must render a 
negative finding on the question of injury to a domestic industry from LTFV 
sales of glycine from France. On the other hand, a majority of the Commission 
finds affirmatively because it does consider the effect of the sales of Japanese 
glycine.

Commissioners Clubb, Newsom and Moore take account of the sales of Japanese 
glycine by determining that an industry in the United States is being injured 
by reason of Imports of glycine from France and other countries. They dis 
regard the country designation in the Treasury determination and contend that 
once Treasury makes an affirmative determination on a particular item of 
commerce, the Commission can consider all sources of that item in deciding 
whether injury is present.

This view of three-fourths of the majority may have been more appropriate 
if it had been taken when the Commission received the initial Treasury deter 
mination drawn along country lines. But that would have been in November, 
1954, when the Treasury determined affirmatively on muriate of potash from 
the Soviet Zone of Germany. However, the Commission in that investigation a 
and in every dumping investigation since has deliberately confined the scope of 
its notice and injury determination in accordance with the Treasury designa 
tion of source from which the commodity came. If Treasury's long-continued 
practice of designating the country or origin were outside the terms of the 
statute, the Congress, it is assumed, would have since corrected it in its con 
siderations of the Antidumping Act and amendments thereto.* The issue has

»34 Fed. Reg. 19210 (Dec. 4.1969).
a Muriate of Potash from Soviet Zone of Germany, U.S. Tariff Comm, Release. Feb. 25,
ffl Treasury has from the Inception of Its jurisdiction In 1921 used source limitations 

In describing the articles within the scope of Its proceedings under the Act No changes in 
this practice have been made or susrasted by the Coneress. Customs Simplification Act of 
1954, Public Law 83-768. 68 Stat. 1136, (1954) ; Antidumping Act Amendment Public Law 
85-630, 72 Stat 583, (1958) ; Renegotiation Amendments of 1968 Public Law 90-634 82 
Stat. 1347 (1968).

46-127 O—70—pt. 12———20
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been present in every Treasury determination coming before the Commission. 
There never having been a challenge to the country designation until now, it is 
too much a part of the operational framework of the statute for the Commission 
at this late date to read out designation of source of the commodity in the present 
anidumping investigation.

Besides, if the Commission were to choose the instant investigation to begin 
to ignore the country designation, it should have done so upon the institution 
of the investigation and the issuance of the public notice. However, the public 
notice read:

AMINOACETIC ACID FROM PRANCE——NOTICE OP INVESTIGATION AND HEARING

Having received advice from the Treasury Department on November 17, 1969 
that Aminoacetic Acid (Glycine) from France is being, and is likely to be, sold 
in the United States at less than fair value, the United States Tariff Commission 
has instituted an investigation under section 201 (a) of the Antidumping Act, 1921, 
as amended (19 U.S.C. 160(a)), to determine whether an industry in the United 
States is being or is likely to be injured, or is prevented from being established, 
by reason of the importation of such merchandise into the United States.

The Commission is bound by that public notice. Its finding cannot go beyond 
the description of the merchandise in that notice. Where the Commission does 
not confine its investigation .to the matters contained in its public noice, is findings 
and recommendations based upon such investigation are without authority of law 
and invalid.23

Nor are the views of Chairman Sutton of any more comfort to me. In his view, 
an industry in 'the United States is being injured 'by reason of LTFV imports of 
glycine from France, but, to find thusly, he examines the impact of the Japanese 
glycine sales on the total market structure and the world price situation. He 
extends what is termed the cumulative and sequential impact doctrine of past 
Commission decisions to find that French LTFV sales, on top of Japanese LTFV 
sales, are injuring the domestic glycine industry.

I have supported the cumulative and sequential impact theory in the past.24 
Last year's potash opinion of Chairman Sutton and myself expands his views ex 
pressed in a 1968 investigation.26

The doctrine referred to holds that Treasury determinations of LTFV sales of 
a product from all sources may be considered together in order to find injury 
resulting from the sales from any one source. Further, the Treasury determina 
tions of sales at LTFV need not all be formally before the Commission at the 
same time. Earlier Treasury LTFV determinations can be examined by the Com 
mission in investigating possible injury resulting from sales of the same product 
from a different source determined to be LTFV by Treasury at a later date.™

Treasury's practice of issuing its findings by procedurally or administratively 
separating the countries or producers which ship LTFV imports to the United 
States has no necessary investigative effect on the Commission's determination 
of injury.27 However, while the Commission need not consider each Treasury 
LTFV determination independently of any other for a particular product, the 
determined by the Treasury not to be LTFV along with Treasury determined 
Commission cannot consider as sales at LTFV sales of a product from one source 
LTFV sales of the same product from another source. To do so in a case such

"Carl Zeiss, Inc. v. U.S. 76 F. 2d 412 (1935), (23 CCPA 7) ; Best Foods Inc. v. U.S. 
218 F. Supp. 576, 587 (Concur, opinion) (Cust. Ct., 1963).

24 Muriate of Potash from Canada, France and West Germany, AA1921-58, 59, 60 
(November 1969) T.C. Pub. 303.

npig Iron from East Germany, Czechoslovakia, Romania and the USSR, AA1921-52, 
53, 54. 55 (September 1968) T.C. Pub. 265.

«• 34 Fed. Reg. 15564 (Oct. 7,1969).
» 34 Fed. Reg. 19210 (1969).
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as this one preempts Treasury's jurisdiction and is not in my view a permissible 
application of the cumulative and sequential impact theory. It is this •which dis 
tinguishes the instant proceeding from the cumulative and sequential impact 
line of investigations.

Here, LTFV sales of the commodity from one country, Japan, have not been 
transmitted by the Treasury to the Commission to be joined with LTFV sales 
of the commodity from another country, France, which have so been sent t>y the 
Treasury to the Commission.

It may be true that in fact there were Japanese glycine sales in the United 
States at prices lower than the home market price. The files of the Treasury 
viewed by the Commission would so indicate. Even Treasury's September 27,1968 
"Notice of Tentative Negative Determination" includes such a statement.28 But 
it is also true that the final word from Treasury, the final determination from 
Treasury, is that "Aminoacetic Acid (Glycine) from Japan is not being, nor 
likely to 'be, sold at less than fair value." *°

It matters not the reason for the Treasury determination, a negative one in 
return for the Japanese assurances that there will be no more sales at I/TFV. 
It can even be characterized as technical. All that matters is that Treasury's 
determination was negative. That being the case, this Commission can go no 
further. We cannot consider the Japanese sales as other than fair value sales in 
trying to assess their effect on the French sales and in turn the effect on the 
domestic industry. Regrettable as it may be, Treasury's determination of glycine 
from Japan not being, nor likely to be, sold at I/TFV based on assurances from 
Japan not to sell at LTFV in the future precludes the Commission in this inves 
tigation from determining under the statute injury to an industry in the United 
States.

^City Lumber Co. V. United States,, E.D. 11557 (July 1968), appeal filed before CCPA.29 Mauriate of Potash from Canada, France and West Germany, AA1921-58, 59, 60 (November 1969) T.C. Pub. 303 at 4-9 : and Pig Iron from East Germany, Czechoslovakia, Romania, and the USSR, AA1921-52, 53, 54, 55 (September 1968) (T.C. Pub. 265 at 4-10.
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IN THE HOUSE OF REPRESENTATIVES
MAT 18,1»70

Mr. FULTON of Tennessee introduced the following bill; which was referred 
to the Committee on Ways and Means

A BILL
	To provide for orderly trade in glycine.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 That this Act may be cited'as the "Orderly Glycine Market-

4 ing Act of 1970".

5 SBO. 2. The Congress finds that increased imports of

6 glycine are disrupting the United States market and threat-

7 ening the discontinuance of domestic production. Today,

8 due to increased imports, the number of United States pro-

9 ducers of glycine has been reduced to but one, imports having

10 increased in quantity more than threefold since 1964. Unless

11 imports of glycine are ordered, the Congress fears that the 

I
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1 lone surviving domestic producer will be forced out of pro-

2 duction leaving the United States wholly dependent on for-

3 eign producers for supplies of this essential chemical. The

4 Congress, therefore, by enactment of this Act, subjects fu-

5 ture imports of glycine to fair and orderly increases while in-

6 suring the survival of the remaining United States producer.

^ SBC. 3. The President is authorized and directed to

8 undertake negotiations with other governments for the pur-

9 pose of consummating agreements to provide orderly trade

10 jn glycine, including the quantitative limitation of imports of

H such chemical into the United States. Such agreements and

•^ the authority contained in section 4 shall limit the annual

13 importation of glycine to the share of the United States con-

14 sumption of such chemical supplied by imports during the

15 calendar year 1966. The President shall have full authority

16 to determine the share of total imports of glycine which may

17 be supph'ed by any country to the United States on the basis

18 of historical patterns of such imports, the interests of de-

19 veloping countries, and such other factors affecting trade in

20 such chemical as he deems appropriate.

21 SEC. 4. To effectuate the purposes of section 3, when

22 agreements exist which cover a significant portion of the

23 United States imports of glycine, the President shall by proc-

** lamation limit the quantity of such chemical which may be



	3614

	3

1 imported from any country or countries not parties to such

2 agreements.

3 SEC. 5. If after one hundred and eighty days after the

4 date of the enactment of this Act, no imports of glycine are

5 subject to an agreement or agreements negotiated pursuant

6 to section 3 or to proclamations issued under section 4, then

7 imports of such chemical shall be limited during any calendar

8 year to the quantity of such chemical entered, or withdrawn

9 from warehouse, for consumption during the calendar year

10 1964. The total quantity of such chemical which may he

11 entered, or withdrawn from warehouse, for consumption dur-

12 ing the balance of the calendar year in which this section

13 becomes effective shall be equal to that proportionate share

14 of the imports of such chemical for the year 1964 which the

15 number of days remaining in the calendar year bears to three

16 hundred and sixty-five. Beginning with the calendar year

17 following the year in which this section becomes effective the

18 total quantity of glycine which may be entered, or withdrawn

19 from warehouse, for consumption in that year and each suc-

20 ceeding calendar year shall be increased or decreased by a

21 percentage corresponding to the increase or decrease in the

22 United States consumption of such chemical during the pre-

23 ceding, calendar year compared- with the year previous

24 thereto, except that the amount of such increase in such
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1 chemical which may be entered or withdrawn from ware-

2 house for consumption during any calendar year shall not

3 exceed 20 per centum of the amount of such increase in

4 United States consumption of such chemical.

5 SEC. 6. As used in this Act—

6 (a) The term "glycine" means aminoacetic acid or

7 mixtures thereof if aminoacetic acid is the chief component

8 hy weight, and any of its salts whether used for medicinal

9 or pharmaceutical or other purposes and variously classified

10 under TSUS item numbers 425.04, 425.06, 430.00, 439.50,

11 and 440.00.

12 (b) "United States consumption" of glycine for a

13 given calendar year means the sum of the United States ship- 

Id ments and imports of glycine during such year, less the

15 quantity of United States exports of glycine for such year.

16 SEC. 7. The President may issue such regulations as

17 may be necessary to carry out the purposes of this Act.
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IN THE HOUSE OF BEPRESENTATIVES
MAT 18,1970

Mr. FULTON of Tennessee introduced the following bill; which was referred 
to the Committee on Ways and Means

A BILL
To create a special tariff provision for imported glycine and 

related products.

1 Be it enacted by the Senate and House of Representa-

2 lives of the United States of America in Congress assembled,

3 That (a) subpart B, part 13, schedule 4 of the Tarifi

4 Schedules of the United States (19 U.S.O. 1202) is amended

5 by inserting in numerical sequence a new tarn? description

6 to read as follows:
493. 37 Olycine (i.e., aminoacetic acid or 

mixtures thereof if aminoacetic
acid is the chief component by 
weight, and any of its salts) ..... 8.5% ad val. 

plus 25)! 
per Ib.

25% ad val. 
plus 25f! 
per Ib.

^ (b) The amendment made by subsection (a) shall apply

8 with respect to articles entered, or withdrawn from ware-

9 house, for consumption, after September 30, 1970.
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Mr. WATTS. Are there any questions?
We certainly thank you for your fine statement. It seems that the 

more we hear, the worse shape our industries are in. I wonder if it 
would be possible for this country to survive as solely a consumer 
market.

Mr. VANSANT. I don't see how that would be possible, Mr. Watts, 
unless we can all sell insurance policies, as Mr. Mills suggested earlier.

Mr. WATTS. I was listening to a good many of the dialogs today. I 
think if they enact the separate package, there will be a lot of the dyes 
in this country that will be spelled differently.

Mr. VANSANT. That is entirely true. While you bring that up, Mr. 
Watts, let me point out that we got lumped together with the Ameri 
can selling price issue today. Our problem, of course, as you are able 
to see, is completely separate and distinct from their problem, which, I 
might add, is severe.

Mr. WATTS. The American selling price does not apply to your 
product?

Mr. VANSANT. No, sir. Glycine is valued under normal valuation.
Mr. BETTS. May I ask a question? As a matter of interest, what is 

glycine?
Mr. VANSANT. I will let Mr. Colburn explain that.
Mr. COLBTJKN. Glycine is the simplest of the amino acids. Amino 

acids are a class of chemicals which, when linked together, make pro 
teins. A protein molecule is a molecule consisting of thousands of 
these little units.

You know acetic acid, vinegar. If you add a NH-2 group andean 
amino group on one of the carbons of the acetic acid then you have 
amino acetic acid; 25 percent of gelatin becomes amino acetic acid 
after it is split into its little pieces.

Currently it is being used principally as an antacid; one of the big 
uses is in making a compound called dihydroxyaluminum amino- 
acetate.

This is known by ad men as dialuminate and is used in bufferin. 
There are a number of popular antacid preparations which have gly 
cine as a major ingredient, 25,30,35 percent. It has an extremely wide 
use; the rubber industry uses it; it is used in antiperspirants. It is used 
as a buffer.

It probably has as varied a use as any chemical compound you can 
name. We have probably 50 uses in our industry.

Mr. BETTS. One other question. How long did it take you to get anti 
dumping relief after you filed your application ?

Mr. VANSANT. We filed four complaints on March 1,1968. We filed 
against the West Germans, the Dutch, in addition to the French and 
the Japanese. It wasn't until March of 1970 that the Tariff Commis 
sion completed its investigation and made its affirmative injury deter 
mination. Treasury dismissed the complaint against the West Germans 
because they immediately ceased production when we filed our 
complaint.

The proceeding against the Netherlands was dismissed on the merits 
because they had no home-market value and a comparison of sales in 
third countries with sales in the United States revealed no price 
discrimination.
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The Japanese who were the most flagrant dumpers, with dumping 
margins as high as 35 to 40 cents, were dismissed on the basis of 
price revisions. They agreed to revise their prices. So, a negative deter 
mination was entered by Treasury against them.

So, the only case that went over to the Tariff Commission was that 
of the French. I suppose that the reason the French stuck it out 
and allowed their case to go over to the Tariff Commission, and 
should say what might have been one of many reasons, is that they 
only accounted for 15 percent of the total imports. I think they might 
have felt that they could avoid an injury determination on the basis 
of the de minimis rule.

But the Tariff Commission in a very far-reaching, landmark de 
cision disregarded the Treasury Department's country designations 
and determined that the issue was not just glycine from France but 
all imports of glycine. In so doing, they departed from precedent.

Mr. BETTS. What did the Treasury do with that report ?
Mr. VANSANT. The Tariff Commission notified Treasury that they 

had found that imports of all glycine, and not imports of glycine from 
France, had injured the domestic industry. Treasury, consistent with 
prior practice, only added France to the list of current antidumping 
findings because of their country designation.

Of course, I might point out that just recently Treasury has an 
nounced its intention to drop this regulation of theirs which allows 
a negative determination on the question of dumping on the basis 
of price revisions. They are now prepared to do away with that 
regulation which they proceeded under in the case of the Japanese 
in the glycine investigation.

Mr. BETTS. Are you saying then that the Treasury disregarded the 
findings of the Tariff Commission except as to the French ?

Mr. VANSANT. With regard to the Japanese they did; yes. It brought 
the matter to a head and I think brought all of their previous prac 
tice under very close scrutiny. Just informally, I know that members of 
the Tariff Commission staff along with members of the Customs 
Bureau, Mr. Rossides' group, decided that in the future the Treasury 
Department would be better off by not making negative determina 
tions on the basis of price revisions. So they will no longer do that 
according to their recently announced intention.

I don't know whether this has as yet been published in the Federal 
Register or not.

Mr. BETTS. Was there a long interval of time between the finding 
of the Tariff Commission and the findings of the Treasury Depart 
ment?

Mr. VANSANT. And Treasury publishing the notice of the Tariff 
Commission's findings?

Mr. BETTS. Yes.
Mr. VANSANT. I think no longer than normal. Perhaps about 3 or 

4 weeks.
Mr. BETTS. Thank you.
Mr. WATTS. Thank you very much for your appearance.
Mr. VANSANT. Thank you.
(The following was received for the record:)
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STATEMENT OF HON. HOWARD H. BAKEB, A U.S. SENATOR FROM THE 

STATE OF TENNESSEE
I appreciate the opportunity to submit this statement on behalf of Chattem 

Drug and Chemical Company of Chattanooga, Tennessee, in support of H.R. 
17665, a bill introduced by Congressman Fulton of Tennessee to create a special 
tariff provision for imported glycine and add a specific duty of 25 cents per 
pound to the present ad valorem rate.

In 1965 Chattem Drug and Chemical Company became the third B.S. producer 
of glycine at a time when the U.S. glycine market was relatively stable. Its 
decision to enter the market was based on improvements in technology and ef 
ficiency. Within eighteen months after Chattem's entry into the market, in 
creased imports and sales at dumping prices had driven the two original U.S. 
produceds, Dow Chemical Company and Benzol Products, Inc., out of the produc 
tion of glycine.

As a result of less-than-fair-value imports, domestic production fell by more 
than 40 percent while imports increased by 140 percent between 1966 and 1967. 
By the end of 1967, imports, which had supplied less than 25 percent of U.S. 
consumption in 1964, had taken over 70 percent of the U.S. market. Moreover, 
during 1967, imports sold at dumping prices in the U.S. market accounted for at 
least 35 percent of total U.S. consumption and almost 45 percent of total U.S. 
sales.

On March 1, 1968, Chattem Drug and Chemical Company initiated antidump 
ing proceedings against foreign glycine suppliers. On February 17, 1970, the U.S. 
Tariff Commission concluded its investigation into the dumping of glycine and 
found that dumped imports were "sold at prices considerably below the domestic 
product, and had a substantial price depressing effect on the U.S. market. Under 
these circumstances there can be no doubt that the domestic industry has been 
injured by LTFV imports." Accordingly, the Treasury Department was notified 
that less-than-fair-value imports from all sources had caused injury to Chattem 
Drug and Chemical Company.

An affirmative decision reached under the Antidumping Act should prospec- 
tively eliminate dumping in the U.S. market. Unfortunately, in the case of glycine 
it is apparent that what the foreign dumpers are prevented from doing directly as a result of the antidumping proceeding they are now prepared to fully resume 
doing indirectly in avoidance of antidumping sanctions. This is achieved when 
dumped glycine is directed to the United States market by way of third countries.

If dumped glycine entered this market directly from Japan or France, either 
country would be the "country of exportation" under the terms of the Anti 
dumping Act, and dumping duties would be assessed as a -result of the affirma 
tive antidumping determinations lodged against glycine exports from such 
countries. However, by shipping less-than-fair-value glycine to a firm in a 
third country which subsequently diverts and resells to the United States, the 
third country 'becomes the "country of exportation" under the terms of the Act. 
In this manner the antidumping sanctions are circumvented, and dumping gly 
cine continues to be unloaded on the U.S. market. The end result will be ultimately 
to leave U.S. consumers of glycine wholly dependent on foreign sources. H.R. 
17665 is designed to prevent that occurrence and to restore needed stability in 
the United States glycine market. I, therefore, urge its approval by this Committee.

CONGRESS OF THE UNITED STATES,
HOUSE OF REPRESENTATIVES,

Washington, June 17,1970. Hon. WILBUR D. MILLS, 
Chairman, Committee on Ways and Means, 
House of Representatives, 
Washinffton, D.C.

DEAR ME. CHAIRMAN : I am writing to inform you and the membership of
the Ways and Means Committee of my deep interest in H.R. 17665, which would
create a speical tariff provision, for imported glycine and add a specific duty of
25 cents per pound to the present ad valorem rate.

A constituent corporation, Chattem Drug and Chemical Company of Chat-
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tanooga, Tennessee, is the only domestic producer still surviving the flood of 
imports and predatory pricing practices of glycine importers which have created 
chaos and confusion in the U.S. glycine market since 1965. The other previous 
domestic producers of glycine, Dow Chemical Company and Benzol Products 
Inc., was forced out of production by dumped imports in 1965 and 1966, respec 
tively.

The history of glycine imports and their injurious effects on the domestic 
glycine industry was thoroughly presented to the Committee by Chattem's coun 
sel, John M. Vansant, Jr., on June 10th. Also, in the committee hearing record 
immediately following Mr. Vasant's testimony is the Tariff Commission's report 
of its investigation into the dumping of glycine on the U.S. market by foreign 
producers. I urge the Committee to carefully consider H.R. 17665 in light of 
the urgent need for such legislation as documented by Mr. Vansant's statement 
and the Tariff Commission's report.

I would like to emphasize two important points which bear significantly on 
this legislative request. The first point is that €hattem is not an outmoded, in 
efficient or noncompetitive glycine producer. Its glycine is of the highest quality 
produced anywhere in the world, its production process the most modern and 
efficient, and its know-how the most extensive. Moreover, Chattem desires com 
petition from any foreign or domestic producer who wishes to compete on a 
fair and reasonable basis. However, Chattem cannot compete on the market with 
glycine dumped by foreign producers, and should not be required to do so.

The second point concerns the failure of administrative remedies to secure 
the U.S. glycine market from the disruptive effects of dumping. As a result of 
antidumping proceedings, glycine producers from the two principal dumping 
countries, Japan and France, are restrained from making direct sales at less- 
than-fair-value on this market. However, at least with regard to the Japanese, 
glycine of that origin threatens to be dumped on this market via West Germany, 
Denmark and other European intermediaries. The problem of indirect dumping 
was raised by Chairman Sutton at page 1'5 of the Tariff Commission's dumping 
report:

"(T)he Commission received unrefuted evidence that Japanese glycine has 
been, and is 'being, sold in Europe at prices will below the Japanese market 
value, that some of these European shipments have been resold and diverted to 
the United States at about ticenty cents below the Japanese market value." 
(Emphasis supplied.)

Since the European intermediary becomes the "country of exportation" when it 
diverts and resells Japanese or French glycine on the U.S. market at dumping 
prices, Japanese and French producers gain immunity under the Antidumping 
Act and are able to effectively circumvent tiie antidumping measures taken 
against them by the U.S. Treasury Department. Thus, Ohattem stands to gain 
nothing by virtue of its antidumping proceedings and be continuously faced witt 
unfair competition from dumped imports and a disrupted siycine market It is for 
this reason that only the Congress is capable of providing the necessary relief 
for this beleaguered domestic industry.

I respectfully request that this letter be printed in the hearing record im 
mediately following the testimony on behalf of Ohattem Drug and Chemical 
Company.

Very truly yours,
BILL BROCK, M.O., Tennessee.

CONGRESS OF THE UNITED STATES,
HOUSE OF KBPBESENTATIVES,

Washington, June 15,1910. 
HON. WILBUR D. MILLS,
Chairman, Souse Ways and Means Committee, Longworth Souse Office Building, 

Washmgton, D.C.
DEAR MR. CHAIRMAN : I am writing to express my support for legislation to 

increase the duty on glycine (aminoacetic acid) by 25 cents per pound. Your 
committee has pending before it a bill for this purpose, H.R. 17665, which is 
strongly supported by the only surviving domestic producer of glycine, Chattem 
Drug and Chemical Company. I would appreciate your inserting this letter in the 
printed hearings immediately following the testimony of Mr. John M. Vansont. 
Jr. who testified in behalf of Chattem on June 10,1970.
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Glycine is the simplest of all the amino acids, which are the "building blocks" 

of proteins. It is a white, odorless, crystalline material with a sweetish taste 
which is used principally in pharmaceuticals. It is also used as a post-operative 
nutriment for intravenous feeding and as a low-calorie sweetener.

Chattem's problems with glycine imports cover a wide range and date back to 
1965, the year in which Chattem. with improvements in technology and efficiency, 
first began to produce glycine. At that time, there were two other domestic 
producers of glycine, Dow Chemical Company and Benzol Products, Inc. Unable 
to withstand the surge of imports that began in earnest in 1965, Dow ceased 
production of glycine that year, followed by Benzol Products in 1966.

Dumping.—One major problem with glycine imports concerns the fact that 
foreign producers in at least two countries, Japan and France, have engaged in 
dumping practices in this market. The Tariff Commission reported that in 1967 
alone, the last full year before imports were affected by antidumping proceed 
ings, imports sold at less than fair value accounted for 35 percent of total U.S. 
glycine consumption, and perhaps more, and sold at prices which averaged as 
much as 25% to 30% less than the price of domestically produced glycine.

Import penetration.—As a result of foreign dumping, domestic production fell 
by more than 40% while imports increased by 140% between 1966 and 1967. By 
the end of 1967, imports, which had supplied less than 25% of U.S. consumption 
in 1964, had taken over 70% of the U.S. market Japanese imports alone increased 
600 percent during this period and were resold by importer at prices which 
averaged 28 to 32 cents per pound below Chattem's price.

Price depression.—Prior to 1964, the price of domestically produced glycine 
had remained fairly constant, dropping only periodically in response to cost 
reductions. In the first one and a half years after Chattem began producing and 
selling glycine, its price declined to $.75 per pound from $.95 as a result of the 
price erosion caused by less than fair value imports.

THE NEED FOR CONGBESSIONAL ACTION

As a result of affirmative dumping and injury determinations under the anti 
dumping statute, direct less than fair value imports from France and Japan have 
been curtailed. However, the focus has now shifted to indirect less than fair 
value imports shipped to the U.S. via West Germany, Denmark and other Euro 
pean countries.

By shipping to firms in third countries which divert and resell to the U.S., 
foreign producers can continue to dump glycine on the U.S. market with im 
punity under the antidumping laws. That this actually has taken place is a fact 
well documented and reported by the Tariff Commission. Indeed, it was reported 
by that body that Japanese glycine has been sold via Denmark on the U.S. 
market at prices which average 20 cents below the Japanese home market value.

In view of the continued threat that less than fair value imports pose for the 
domestic glycine industry and the inadequacy of administrative remedies to 
cope with this form of unfair foreign competition, I urge the committee to 
report favorably H.R. 17665 in order to ensure fair competition and stability in 
the U.S. glycine market.

Unless the committee takes this action, I fear that the United States will soon 
be wholly dependent on foreign sources of this essential chemical compound. 

Sincerely,
JAMES H. QUILLEN, M.C., Tennessee.

STATEMENT OF H. WIIXIAM TANAKA, IN BEHAI-F OF AJINOMOTO COMPANY OF
NEW YORK, INC.

Ajinomoto Company of New York, Inc., located at 745 Fifth Avenue, New 
York, New York, is a corporation duly incorporated under the State Laws of New 
York and has been engaged in import and export trade primarily between the 
United States and Japan, including the importation into the United States of 
glycine from Japan. We take this opportunity to express our opposition to H.R. 
17664 which would establish a quota for glycine imports and H.R. 17665 which 
would create a special tariff clarification for glycine and increase the duty to 
25 cents per pound.

In our considered judgment, there is no demonstrated need for either of these
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measures at this time. First, since 1966 to date, the production, of this product 
has been monopolized by one firm, Chattem Drug and Chemical Company of 
Chattanooga, Tennessee. Under these circumstances, the enactment of either or 
both of these measures will only provide a monopoly with an opportunity to in 
crease its prices to the detriment of the public.

Secondly, in view of the fact that the sole domestic manufacturer is cur 
rently expanding his production capacity to meet sharply increased demands for 
glycine in the United States, he certainly has not demonstrated any justification 
for the serious consideration of these legislative measures now pending before the 
Committee. In the past, glycine sold in this market has 'been used primarily in the 
preparation of pharmaceutical products such as antacids and aspirins. However, 
in recent years, there has been a substantial increase in the demand for this 
product particularly for food use and use as a sweetening agent, with the result 
that the existing domestic production capacity for glycine is insufficient to meet 
the current demand.

Third, since the sharp increases in food use, there has been a world-wide short 
age of glycine. In fact, glycine is in such short supply in Japan that since May 
of this year Japan has been importing glycine from Italy. Since April of this 
year, there have been no exports made by Japan to any of the European coun 
tries. Reflecting the short supply situation in Japan, U.S. imports from Japan 
during the past few months have dropped sharply.

In view of the circumstances outlined above, we respectfully suggest to the 
Committee that there is no present need demonstrated for consideration of H.R. 
17664 and H.R. 17665. ____

EMBASSY OF SWITZERLAND,
Washington, June 11,1970. 

Hon. DAVID ABSHIRE,
Assistant Secretary of State for Congressional Relations, 
Department of State, Washington, D.G.

DEAR SIB: Enclosed herewith are 4 copies of a "Statement on behalf of the 
Swiss Union of Commerce and Industry in Hearings on Tariff and Trade Pro 
posals before the Committee on Ways and Means, by Michael P. Daniels, Wash 
ington Counsel", dated June 12,1970.

I would greatly appreciate it if you would kindly transmit, prior to the dead 
line of June 12, 3 copies of the statement to the Committee on Ways and 
Means of the House of Representatives for its consideration for possible in 
clusion in the record of current hearings on trade and 'tariff proposals. The addi 
tional copy is for your files.

Forwarding this statement and requesting its further transmittal does not 
imply an official position of the Embassy and it is not responsible for the con 
tents of the statement.

I would like to thank you for your cooperation in this matter. 
Respectfully yours,

AUGUSTE GEISEB, 
Counselor of Embassy. 

Enclosure. ___

DEPARTMENT OP STATE,
Washington, June 11,1970.

Hon. WILBUB D. MILLS, ' 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, B.C.

DEAR MR. CHAIRMAN : At the request of the Embassy of Switzerland, there are 
transmitted herewith three copies of a "Statement on behalf of the Swiss Union 
of Commerce and Industry in Hearings on Tariff and Trade proposals before the 
Committee on Ways and Means, by Michael P. Daniels, Washington Counsel", 
dated June 12,1970.

Also enclosed is a copy of a letter from the Swiss Embassy of June 11 which 
requests that this statement be forwarded to the Committee for possible inclusion 
in the record of the current hearings. 

Sincerely yours,
DAVID M. ABSHIBE,

Assistant Secretary for Congressional Relations. 
Enclosures as stated.
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STATEMENT OF BEHALF OP THE Swiss UNION OP COMMERCE AND INDUSTRY, BY 
MICHAEL P. DANIELS, WASHINGTON COUNSEL

This statement is submitted on behalf of the Swiss Union of Commerce and 
Industry, the principal 'business association of Switzerland. Although the main 
focus is on the problem of American Selling Price, the interest of the Swiss Union 
in the present deliberations of the Congress encompasses the effect of possible 
legislation on the entire range of international economic relations.

The importance of the actions of the Congress on the future development of 
the world economy and relations between nations can hardly be exaggerated. 
The entire course of policy for every nation and every community of nations 
will reflect the results of the present legislative consideration.

Switzerland, as a nation dependent upon an open, multilateral exchange of 
goods, services and capital, finds itself particularly sensitive to these develop 
ments. Swiss survival and prosperity in a competitive world depends upon the 
skills of its labor force, the resourcefulness of its manufacturers, the quality of 
its research, and the ability to adapt to changing technological and competitive 
situations with flexibility. Swiss industry clearly realizes, however, that unless 
its products can be sold in world markets without undue restriction or discrimi 
nation, Swiss business and Switzerland as a nation will face serious problems.

The present proceedings in the Congress are viewed with apprehension.
It is perhaps difficult for Americans to understand the depth of this concern. 

Viewed from abroad, the course of events in the trade field in the United States 
is alarming. Since the conclusion of the Kennedy Round in June 1967, the accom 
plishments of that negotiation have seemingly 'been placed in jeopardy; and the 
forward movement in world trade liberalization and economic progress has 
appeared to have ground to a halt. It is hoped that this represents a pause in the 
process ; a temporary period of digestion before moving on to greater accomplish 
ment. Protectionist rhetoric does not, it is hoped, reflect reality. Yet voices can 
now be heard to the effect that something more fundamental is occurring and 
that the successful and productive policies of the past could be drastically altered.

The concrete cause for this concern lies in three areas :
(1) the failure of the United States Congress to ratify the ASP protocol three 

years after its negotiation ;
(2) the current movement for quotas, notably in the textile and footwear fields 

with threats in other sectors as well; and
(3) various proposals to facilitate the application of the United States escape 

clause, some of which may go beyond the provisions of Article XIX of the General 
Agreement on Tariffs and Trade.

A turn to protectionism in the United States would surely engender similar 
moves in other countries, either by way of retaliatory actions, or through less 
direct defensive measures. For a country like Switzerland which is very depend 
ent on foreign trade such anti-liberal changes in the world trading climate would 
pose extremely serious problems.

Contemplation of such a world reinforces the fundamental Swiss belief in an 
open, multilateral world trading community governed by an accepted set of rules 
and principles, as are set forth in the General Agreement on Tariffs and Trade. 
Protectionism, retaliatory exchanges, stifling "arrangements," and the whole sad 
panoply of restrictive devices which characterized the era of pre-war depression 
are dangers which must be avoided.

No country is without interests seeking protection. Quite obviously, domestic 
producers carry great political weight in any democracy. The long-range interest 
of countries with advanced economies certainly lies in resisting such political 
pressures from special interests in order to maximize the economic potential of 
the nation as a whole.

New patterns of economic activity and organization are emerging in the world. 
There are two major developments which are interrelated and hold the promise 
of a new era of economic growth and at the same time, the threat of world 
economic stagnation. We refer to regional trade and economic arrangements and 
the increasing importance of the so-called multinational corporation.

Our point is that a free movement of goods in world trade is essential to the 
proper and constructive development of both regional groupings and the multi 
national corporation. Without such an environment the benefits which potentially 
flow from both could be perverted.

If large industrial countries and regional economic blocs became protectionist 
and inwardlooking, with the investment of capital by multinational corporations



3624

primarily motivated by the necessity to jump over national or regional trade 
barriers, we would have lost the benefits of the most dynamic forces for economic 
progress in the world today.

The multi-national corporation allows economies of scale and coordinated 
management, research, marketing and investment strategies on a worldwide 
basis. The coordination and cross-fertilization of technology, research, business 
methods, and product development inherent in the multi-national corporation 
would be inhibited without a free movement of goods. Trade between parent and 
foreign subsidiary is an important element in maximizing the efficiency and the 
economic contribution of the multi-national corporation.

Clearly an open, multilateral trading system is the best method of harnessing 
the energy unleased by these new developments.

A return to protectionism by the United States (itself the largest, and most 
prosperous "regional bloc," and the prototype for European regional develop 
ment) could result in protectionist bloc policies in Europe and Asia.

The goal of a free exchange of goods and services between the advanced 
industrial nations, which would maximize economic progress, is desirable and 
achievable in the long-run. Regional trade arrangements can be an important 
step in that direction. However, a freer international exchange of goods be 
tween nations and regions is the singlemost important condition in the interim 
to assure that this goal is reached and that we are not diverted into the stagnant 
backwaters of a new world protectionism.

Great progress was made in the Kennedy Round toward liberalizing world 
trade and in adjusting new regional arrangements to the broader world en 
vironment so as to ameliorate their impact. More must be done to build on that 
success.

It would be ironic after these achievements, and as we stand on the threshold 
of what should be an era of remarkable economic development, if the United 
States, by a change in policy, ushered in instead an era of protectionism.

Just as the ASP package was a necessary condition of the successful con 
clusion of the Kennedy Round, so ratification of this agreement is an absolutely 
essential pre-condition of further progress in the liberalization of tariff and 
non-tariff barriers.

At the time of the 1968 Hearings on Tariff and Trade Proposals, a detailed 
memorandum about ASP was submitted on behalf of the Swiss Union of Com 
merce and Industry. Ambassador Roth's testimony on that occasion set forth 
in great detail the background of the negotiation, the reciprocal nature of 
the agreement, and the economic impact of ratification. Ambassador Gilbert's 
testimony in the present hearings dealt extensively with the same matters, 
discussed developments since the negotiation, and announced that the Nixon 
Administration had come to the same conclusion as the Johnson Administration : 
It is in the national interest of the United States to abolish ASP by ratification 
of the ASP protocol.

No point would be served by repeating the same material. The debate over 
ASP has gone on for almost fifty years with a most intensive examination since 
1967. Further argumentation on the merits would be redundant.

What is new is the sense of urgency, and what does bear repetition and 
emphasis are the consequences of failure of ratification. Rejection of quota 
legislation would be a purely negative accomplishment. This would prevent a 
retaliatory regression in world economic relations. Abolition of ASP, however, 
in addition to deterring the imposition of new barriers, would be a positive ac 
complishment which could open the way to real progress in further liberalization. 
Without abolition of ASP future negotiations on nontariff barriers would run 
into the obstacle of the ASP problem.

The ideas that the ASP package was not reciprocal and that the United States 
could or should receive greater concessions for abolition will not. stand analysis.

No one has seriously argued that the ASP protocol is itself not reciprocal, 
nor could they. In exchange for abolition of ASP and a very small reduction of 
United States duties (averaging 5 percent), the European Communities will 
further reduce their duties by a large amount (averaging 26 percent) and 
eliminate important non-tariff barriers of their own. The further U.K. reduc 
tion will average 22 percent, and the U.K. will reduce its preference on tobacco. 
Switzerland made its entire reduction in the Kennedy Round, and it will modify 
certain regulations on imported canned fruit.

No one has seriously argued that the combination of the Kennedy Round 
negotiation on chemicals and the ASP protocol is non-reciprocal, nor could they.
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There Is almost an exact balance in the depth of duty reduction (including the 
tariff effect of ASP abolition) by both the United States and its trading part 
ners, with an important advantage to he Unied States since the volume of im 
port trade affected is smaller for the United States than the volume of its export 
trade which would benefit from the duty reductions of other nations. The non- 
tariff barrier aspects of ASP are fully compensated for by the elimination of 
non-tariff barriers by other nations.

Almost the entire focus of the opponents of abolition is upon the Kennedy 
Round negotiation on chemicals. They claim that this agreement is not reciprocal 
because the United States reduction of duties averaged 43 percent and that of 
other participants averaged 26 percent. (This is exaggerated by claiming a 50 
percent reduction by the United States versus a 20 percent reduction by others.) 
What the opponents of abolition fail to state, however, is that the United 
States reductions were on a volume of $440 million in imports from all sources, 
and the reductions of others were on $890 million of United States exports. 
On a weighted .basis, which is the usual basis of measuring reciprocity in 
trade negotiations, United States concessions were worth $288 million, whereas 
the concessions of other countries were -worth $463 million, a balance in favor 
of the United States of $175 million.

The most important point, however, in measuring the reciprocity of the Ken 
nedy Round negotiation is that the United 'States retained ASP. This made many 
United States.concessions absolutely meaningless.

The only real measure of the reciprocity of trade concessions is the amount 
of trade which is released. This can only be estimated by negotiators. The most 
important factor is not the extent of reduction but the resultant duty levels 
in relation to cost and market conditions. If the ASP package is adopted, prac 
tically all European and U.K. duties will fall to below 12% percent ad valorem, 
with most considerably 'below that. United States duties will average 20 percent 
with duties at 30 percent for dyes (as against 10 percent in the case of the 
EEC and 0.75 percent in the case of Switzerland). One should not forget that 
the second package not only provides for duty reductions, but in some cases 
also for duty increases. In the case of non-competitive dyes, the nominal as 
well as the actual rates of duty would foe raised to 30 -percent from the level of 
20 percent (for TSUS Item 406.50) and of 16 percent (for TSUS Item 406.10). 
The increase of dye imports from 1967 to 1968 and again from 1968 to 1969 
is overwhelmingly due to non-competitive products for which the protection 
in the form of import duties would foe substantially enhanced by the second 
package.

The most authoritative projection of the trade results is that the United 
States will increase its present favorable trade balance in chemicals by about 
$110 million in 1972 if the A'SPpackagle goes into effect.1

The notion that somehow the United States can get more for the abolition • 
of ASP and that it ought to 'be retained in order to achieve greater leverage 
in international trade negotiations is not only completely out of touch with 
reality, but is, in our view, disingenuous.

Our trading partners are convinced that the 'package is balanced and fair. 
Two successive Administrations agree with this assessment, including the 
present Administration, which did not negotiate the agreement and is of the 
opposite political party. To expect more is a dangerous illusion. To unravel the 
complex balancing of concessions and interests involved and begin anew is, as a 
practical matter, unthinkable.

Those who suggest that the United States can get more are well aware that 
this is impossible. What they want is not a new negotiation, but no negotiation. 
Their interest clearly is in maintaining the extraordinary protection of ASP. 
They have never really defended the ASP system as such but have rather 
cloaked their purpose in claims of a lack of reciprocity. To go further and sug 
gest that the United States maintain ASP as leverage flows from no concern 
for American agricultural exports or other foreign non-tariff barriers but from 
the realization that ASP is not renegotiable.

The result of abolition of ASP clearly would not be not decreased leverage but 
increased leveraged in attacking non-tariff barriers. Failure to ratify the 
ASP protocol has blocked progress in non-tariff barrier negotiation. Its abolition

1 Statement of Robert B. Stobangh, Jr., Hearings before the Gommittee on Way« and 
Means on Otoiff and (Trade Proposals, pit. 10|, p. 4675, (1968).

46-127 O—70—pt. 12———21
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would clear the way for meaningful negotiation. Most importantly, it would 
demonstrate that the United States has the capability of entering into 
such negotiations, since such negotiations would necessarily be on an ad 
referendum basis to the Congress. If Congress fails to ratify the ASP 
agreement, the trading partners of the United States could legitimately question 
the sense of entering into arduous negotiation on other non-tariff barriers with 
Congressional approval so uncertain. The only alternative would be specific 
authorization by the Congress prior to negotiation which would entail such 
rigidities in the United States bargaining posture as to make negotiation and 
an accommodation of interests extremely difficult, if not impossible for American 
negotiators to achieve.

This is not to imply that the final judgment does not lie in the Congress or 
that Congress should not carefully scrutinize the American Selling Price negotia 
tion or any other negotiation conducted on an a* referendum basis. It does 
mean, however, if negotiations are to succeed in the future, that fair agreements 
such as that on A'SP, reached as a result of difficult negotiations, which always 
involve give and take, should receive Congressional approval.

We 'believe that the ASP agreement will stand such scrutiny, that it is fair 
and reciprocal, and reflects fully the interest of the United 'States.

It is sincerely hoped that the United States Congress will abjure legislated 
quotas on textiles, footwear and other products of interest to the Swiss export 
industry. We believe that this would merely serve to increase the pressure from 
other industries for similar treatment. It would inevitably lead to retaliation by 
the foreign nations affected.

The implementation of Article XIX of the GATT is a matter of domestic law 
in the United States. We would hope, however, that the principles of Article XIX 
would be the touchstone of any United States action in regard to the escape clause 
and that realistic standards will be enacted.

There is no intent or desire on the part of the Swiss Union of Commerce and 
Industry to intervene in what are domestic matters for the United States. On the 
other hand, it is hoped that it is realized that actions by the Congress in this field 
touch upon matters of vital importance for Swiss industry, which as well as 
United States industry, depends on worldwide liberal trade relations.

Consideration of the views expressed in this statement by the Ways and Means 
Committee would be greatly appreciated.

STATEMENT OF A. F. GROSPIBON, PRESIDENT, OIL, CHEMICALS, & ATOMIC WORKERS
INTERNATIONAL UNION

SUMMARY
I submit my statement concerning the protection of the American worker, re 

peal of ASP and foreign trade, which includes,
(1) Resolution on the American selling price adopted by the Executive Board 

of the Oil, Chemical and Atomic Workers International Union on November 18, 
1969, opposing the repeal of the American Selling Price system of valuation until 
American workers are adequately and justly compensated for losses sufferred 
through trade and tariff concessions and American exports are no longer dis 
criminated against by the unfair use of border taxes, value added taxes and other 
non-tariff barriers to trade:

(2) My Recommendations to President Nixon's Cabinet Task Force on Oil Im 
port Controls presented on September 8, 1969 endorsing the general principle of 
control of oil imports into the United States and called for a "North American Oil 
Policy" with Canada and Mexico. I also endorsed preferential treatment for 
Venezuela and possible inclusion of other potential Latin American producing 
countries. I also pointed out that the United States cannot afford to become de 
pendent upon "supposedly" cheap Mid-East oil. And, we asked that the Congress 
enact legislation to form an independent "National Commission on Oil Import 
Policy" to oversee the policy, conduct continuing studies and make recommenda 
tions to the President and the Congress;

(3) My statement to the conference on waterborne transportation problems of 
non-contiguous States and territories, sponsored by the Maritime Trades Depart 
ment, AFL-CIO, and the Transportation Institute on April 9, 1970, opposing any
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movement to allow exemptions for foreign tankers, but allowing that certain 
specific areas of the Jones Act should be strengthened. 

Very truly yours,
A. F. GROSPIBON,

President.

CONCERNING THE PROTECTION OF THE AMERICAN WORKER, REPEAL OP ASP AND
FOREIGN TRADE

The Oil, Chemical and Atomic Workers International Union, the leading AFL- 
CIO affiliate in the chemical industry and the dominant union in oil, is opposed 
to the repeal of the American Selling Price System of Valuation until American 
workers are adequately and justly compensated for losses suffered through trade 
and tariff concessions and American exports are no longer discriminated against 
by the unfair use of border taxes, value added taxes and other non-tariff barriers 
to trade.

To us, it appears that the American worker, and the protection and enhance 
ment of his job income and security has had a very low priority in trade legisla 
tion and even lower priority in the trade and traiff negotiations which occurred 
in the past several years. The current legislation would, most likely, enable 
American workers adversely affected by trade to be eligible for tlie adjustment 
assistance benefits originally enacted in the Trade Expansion Act of 1962. The 
benefits of the 1962 Act were inadequate (and not until 1969 were any workers 
made eligible) and the benefits in the proposed 1970 bill are also inadequate. We 
insist that the Trade Act of 1970 'be amended so that adequate adjustment assist 
ance systems similar to the recommendations made by the National Commission 
on Technology, Automation and Economic Progress for displaced workers be 
made part of Federal law.

Higher unemployment insurance payments and longer duration of benefits are 
necessary but they are not the complete answer for workers displaced by trade. 
We need as the National Commission on Technology, Automation and Economic 
Progress said:

"First, those displaced should be offered either a substantially equivalent or 
better job alternative or the training or education required to obtain such a job.

"Second, they should be guaranteed adequate financial security while searching 
for alternative jobs or while undertaking training.

"Third, they should be given sufficient financial assistance to permit them to 
relocate their families whenever this becomes necessary.

"Fourth, they should be protected against the forfeiture of earned security 
rights, such as vacation, retirement, insurance, and related credits, resulting 
from job displacements." (Technology and the American Economy, Page 60.)

In 1966, fourteen distinguished Amercians from management, labor, the 
universities and the general public listed the -above four basic requirements 
for an adequate adjustment program for displacements brought about by tech 
nological change. We feel that the same principles are valid and just for workers 
displaced by trade. Whether displaced by technology, tariffs, or general business 
conditions, American workers need a complete program.

If the gains to the American economy and the public at large from the possible 
repeal of the American Selling Price and the new tariff reductions are as great 
as the past and previous Administration claim, then surely we can easily 
afford a complete program of adjustment assistance for those few who may 
be hurt in the progress of many.

APPENDED MATEEIAL

1. "American Selling Price" Resolution adopted by the International Executive 
Board, Oil, Chemical and Atomic Workers International Union, November 18, 
1969.

2. "Recommendations to President Nixon's Cabinet Task Force on Oil Import 
Controls" submitted by A. F. Grospiron, President, Oil, Chemical and Atomic 
Workers International Union, September 8,1969.

3. "Statement of A. F. Grospiron, President, Oil, Chemical and Atomic Workers 
International Union, to the Conference on Waterborne Transportation Prob 
lems of Non-Contiguous States and Territories" sponsored by the Maritime 
Trades Department, AFL-CIO and the Transportation Institute, April 9, 1970.
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STATEMENT OF A. F. GBOSPIBON, PRESIDENT, On,, CHEMICAL AND ATOMIC WOBKEBS 
INTEBNATIONAL UNION TO THE CONPEBENCE ON WATERBOBNE TRANSPORTATION 
PROBLEMS OF NONCONTIGUOUS STATES AND TEBBITOBIES

(Sponsored by the Maritime Trades Department, AFL-CIO and the Transporta 
tion Institute, April 9,1970)

The Oil, Chemical and Atomic Workers International Union through its 
membership and active participation in the Maritime Trades Department of 
the AFL-CIO and elsewhere has fully supported the historic position of the 
United States in reserving maritime trade between the mainland and the 
non-contiguous areas of the states of Alaska and Hawaii and the Commonwealth 
of Puerto Rico to American flag shipping. We are committeed to the principles 
of the Jones Act and commend and support the Maritime Trades Department 
and its leadership in its program to see that a modern American built, owned 
and manned merchant fleet serves the non-contiguous areas and the general 
public interest.

We will confine our specific comments and recommendations to the movement 
of crude oil, petroleum products and frozen or liquified natural gas. We will 
give particular emphasis to the non-contiguous areas covered by the Jones Act 
(Alaska, Hawaii and Puerto Rico) and the Virgin Island which, although 
owned by the United States, are outside U.S. customs territory and exempt from 
the shipping provisions of the Jones Act.

The Oil, Chemical and Atomic Workers International Union is the dominant 
union in the most profitable, protected and, we believe, the most powerful 
industry in the world—the petroleum industry. Dr. John M. Blair, Chief Econo 
mist of the Senate Subcommittee on Antitrust and Monopoly noted the profit 
ability of this industry in recent testimony earlier .this year to the Subcommittee:

"Stemming in part from the tax advantages enjoyed by the industry, particu 
larly the -foreign tax credit and the depletion allowance, the cash flow of oil 
companies in 1968 totaled $9.6 billion, consisting of $5.8 billion in net income 
after taxes and $3.8 billion in depletion and depreciation reserves. This is equal 
to the assets of more than 60 percent of the total number of all manufacturing 
corporations." (Emphasis supplied)

The petroleum industry has long been multi-national and extremely well 
protected. Professor Milton Friedman of the University of Chicago, one of the 
most respected conservative economists in the United States and the chief 
economic advisor to Senator Barry Goldwater in 1964, made the following state 
ment in Newsweek of June 26,1967:

"Few U.S. industries sing the praises of free enterprise more loudly than the 
oil industry. Yet few industries rely so heavily on special governmental favors."

Since shortly after the first Suez crisis of 1956 the petroleum industry has 
enjoyed the advantages of import quotas and the protection of domestic markets. 
When the Voluntary Oil Program of 1957 proved ineffective, President Elsen 
hower in 1959, on the grounds of national security, established the Mandatory 
Oil Import Program which has remained in essentially its original format to 
this date. It appears that President Nixon will not take any significant action 
on the recently published Shultz Report (The Cabinet Task Force on Oil Import 
Control, chaired by Secretary of Labor Shultz) in the forseeable future.

While the industry has been protected and enriched by foreign tax credits, 
foreign depletion allowances, domestic depletion allowances, import quotas, and 
other advantages, the petroleum industry, in general has not seen fit to extend 
the benefits to the workers and the public in the non-contiguous areas, the 
mainland or foreign countries. We see a distinct trend by the companies to 
try to either amend or repeal the pertinent provisions of the Jones Act so that 
foreign flag tankers can transport crude oil and frozen natural gas to and 
from the non-contiguous areas. We not only oppose any movement to allow 
exemptions for foreign tankers, but in certain specific areas we feel that the 
Jones Act should be strengthened.

Since 1959, the policy of the United States Government, whether controlled 
by Democrats or Republicans, has been that crude oil and finished petroleum 
products cannot be allowed to enter into the U.S. on a free market or even low 
tariff basis since the domestic petroleum production industry could not hope 
to complete with the prolific and highly efficient Mid-East fields which were 
developed in large part by United States capital. The Shultz Commission or
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the Cabinet Task Force on Oil Import Control, in both its majority report 
calling for an eventual tariff system instead of quotas and the minority report 
asking for the retention of the present quota system, once again established that 
we cannot allow the United States to become dependent on politically unstable 
areas for crude oil. Going one step further, President Nixon in recent weeks 
reversed a twelve year old policy and established formal quotas on Canadian 
crude for the first time.

In a "Statement to the Cabinet Task Force on Oil Import Controls" on 
September 8, 1969, I endorsed the general principle of control of oil imports into 
the United States and called for a "North American Oil Policy" with Canada 
and Mexico. I also endorsed preferential treatment for Venezuela and possible 
inclusion of other potential Latin American producing countries. I also pointed 
out that the United States cannot afford to become dependent on "supposedly" 
cheap Mid-East oil.

In the petroleum industry there is the ever present danger of monopoly and 
monopoly pricing. On September 8,1969,1 stated to the Task Force:

"It is true that importation of cheap foreign crude may temporarily contribute 
to lower consumer prices for oil products, but destruction of the independent 
companies which cannot compete effectively with imports would result in a fur 
ther concentration of power among a few international companies, promote 
monopoly and result in higher and higher prices for products in the long run."

There is a very definite cost to the consumer in the Oil Import Program but 
we question whether the real cost is of the magnitude of $5 billion/year as 
mentioned by the Task Force. Would gasoline and other product prices decline 
significantly in the long run in the state of Hawaii, which current has an anti 
trust suit pending against several major petroleum companies, if the Jones Act 
were amended or the Mandatory Oil Import Program abolished?

Secretary of Defense, M. Laird, noted the national security problem of tankers 
and shipping in his Supplemental Report to the Majority Report of the Shultz 
Commission. One of his qualification to the Majority Report was:

"Continuous surveillance to prevent the reduction of the U.S. or U.S. controlled 
tanker fleet. An in-depth review of any adverse effects of the relaxed controls on 
the U.S. or U.S. controlled tanker fleet and shipbuilding industry should be 
performed." :

We commend the Secretary of Defense for calling attention to the tanker 
problem of the United States, but we feel that the time has come to do away with 
what he calls "U.S. controlled" and what others call "Flag of Convenience" 
tankers. These are not United States tankers under the sure control of the 
United States Government in a time of emergency.

Crude oil and petroleum products are of such importance to the United States 
that four Presidents have endorsed the limitation of imports. We feel that the 
method and means of transport of oil and gas are as important as the source of 
production. Within the last month the domestic tanker problem became acute 
when the Secretary of the Treasury first approved and then rescinded the appli 
cation of a major oil company to use a U.'S. built, but foreign operated tanker on 
the Alaska to West Coast run. The informative Journal of Commerce of March 10, 
1970 estimates that there are over 80 tankers built in the United States, but now 
registered in foreign countries that could seek similar exemptions. We insist 
that the Nixon Administration assure the public and the industry that no ex 
emptions to the Jones Act will be allowed.

Estimates of crude oil reserves in the North Slope of Alaska run as high as 
100 billion barrels (the largest reserves outside the Mid-East) and TAPS or the 
Trans-Alaskan Pipe Line from the Slope to Valdez, Alaska should be ready by 
1973 or 1974 at the latest—once all environmental problems are solved. This oil, 
we believe, must be shipped to U.S. ports in U.S. built, manned and owned tankers. 
Several major companies have already placed large orders in private U.S. yards 
for tankers. We must be assured that these and other ships will be built in U.S. 
yards at decent wage levels and that all tankers coming into U.S. ports meet the 
strictest possible safety and pollution regulations.

If the Northwest Passage route proves economically feasible then we must be 
assured that U.S. tankers carry the petroleum to the United States. There is a 
strong possibility of a pipeline from the North Slope through Canada to the 
American Mid-West. We again repeat our call for a "North American Oil Policy" 
and believe that we should examine the possibility of a "North American Energy 
Policy."
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The Virgin Islands have been outside the U.S. Customs territory, but we recom 
mend that shipments of finished petroleum products from the Virgin Islands to 
the United States be made in U.S. flag tankers. Amerada Hess Petroleum Com 
pany will soon have two giant refineries in the Virgin Islands and has a special 
quota to ship 15,000 barrels per day of finished petroleum products into the East 
and Gulf Coasts of the United States. It appears to us that the President could 
insist that this special quota be shipped on U.S. tankers. This company has an 
unfair competitive advantage with refineries on the U.S. mainland and Puerto 
Rico.

We sympathize with the Hawaiians who see frozen liquified gas being trans 
ported by foreign flag tankers from Alaska to Japan, but who are denied the 
benefits of the low cost Alaskan gas because there are no U.S. cryogenic tankers. 
The answer is the adoption of the Maritime Trades Department program for the 
building of new U.S. shipping and not the abandonment of the U.S. merchant 
marine. If necessary, direct subsidization of cryogenic tankers may be necessary.

We do not profess to have all the answers. I again ask, as I did in my statement 
of September 8, 1969, that the Congress enact legislation to form an independent 
"National Commission on Oil Import Policy."

"In order to be most effective and most responsive to public needs, this com 
mission could consist of representatives of the major groups affected—industry, 
both oil and chemical, labor, consumers and government. These representatives 
should be appointed by the President with the approval of the Senate. The Com 
mission should be independently funded by Congress and should have its own 
permanent staff drawn from the ranks of industry, labor, government and the 
scientific community.

"The establishment of a National Commission on Oil Import Policy should 
enable all segments of the public, including the consumer and the worker, to have 
a voice in determining that policy which would best serve all of the people and 
the entire national interest."

One of the goals of the new commission should be the immediate strengthening 
of the United States tanker fleet. It should examine in detail the feasibility of a 
new requirement that a certain percentage of all oil and gas imports into the 
mainland and the non-contiguous areas should be carried in U.S. flag tankers. 
It .should examine the whole question of cryogenic or frozen natural gas imports 
which are presently exempt from the Mandatory Oil Import Program and promise 
to compete with fuel oil and domestic natural gas.

Several contracts have recently been announced to import "frozen gas" to the 
East Coast of the United States from Algeria. This country has confiscated U.S. 
property. The commission can study whether or not "frozen gas" imports gen 
erally poses a threat to the national security and should be regulated. We recom 
mend that the Administration and the Congress stop the importation of this 
product until a settlement is reached on the confiscated property. We are limiting 
oil imports from this politically unstable area of the world. How can we allow 
the importation of a competing product where U.S. property has been confiscated?

We desire to see a healthy oil, petrochemical and chemical industry in the non 
contiguous areas. We feel that the program of the Maritime Trades Department 
and our specific recommendations will lead to a healthy and vital U.S. merchant 
marine, lower prices in the long run for oil and gas in the non-contiguous areas 
and increased national security.

STATEMENT or AMEBICAN CYANAMID COMPANY, C. D. SIVEBD, PRESIDENT AND CHIEF
EXECUTIVE OFFICER

SUMMARY
1. The adverse effects of two of the five steps already consummated in the 

50 percent Kennedy Round tariff cuts are becoming apparent, and it is antici 
pated that the full 50 percent tariff reduction will cause further loss of sales 
and profits.

Exports attributable to the Trade Expansion Act of 1962 are and are expected 
to be negligible. The Kennedy Round was not reciprocal.

2. The proposed elimination of the American Selling Price method of valua 
tion will in effect lower the .tariff even further on the benzenoid products, and 
will markedly prejudice continued operation of this essential segment of the- 
American chemical industry.
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3. The proposal to grant the Chief Executive further authority, by way of 

"housekeeping", to reduce tariffs up to an additional 20 percent will directly and 
seriously affect the sales and profits of several segments of the business of 
American Cyanamid Company.

RECOMMENDATIONS

1. American Selling Price should be retained as the basis for valuation of the 
benzenoid chemicals.

2. The extension of the President's tariff reducing authority for "housekeep 
ing" purposes should be far less than the 20 percent proposed, and the criteria 
to govern its exercise should be clearly set forth by the Congress.

American Cyanamid Company (Cyanamid) is a diversified manufacturer and 
marketer of chemical, pharmaceutical, agricultural, and building and consumer 
products. The company operates through "profit centers" grouped into several 
large operating divisions; each division and its profit centers, from hair care 
products to dyes and textile chemicals, has its own budget, forecast of sales 
and earnings, and is expected to contribute to the earnings of Cyanamid. Tariff 
legislation affects these profit centers, some directly and others indirectly. If, 
for example, changes in tariff adversely affect the dyestuff segment of Cyana- 
mid's business, the loss in that area causes pressure on other parts of the organic 
chemicals' profit center, and on Cyanamid. The squeeze on profits and compe 
tition have become increasingly severe during the past several years. The adverse 
effect resulting from existing and future tariff reductions will burden the cor 
poration measurably therefore in its efforts to maintain profitable operations 
and growth.

Cyanamid is a member of the Manufacturing Chemists Association and the 
Synthetic Organic Chemical Manufacturers Association. It endorses their, state 
ments with respect to the proposed Trade Act of 1969 (H.R. 14870). In addition, 
Cyanamid wishes to add its own comments with respect to the proposed Bill.

The adverse effects of two of the five steps already consummated in the 50 
percent Kennedy Round tariff cuts are becoming apparent, and it is anticipated 
that the full SO percent tariff reduction win cause further loss of sales and 
profits.

The industry associations and many member companies had reported to the 
Congress that a 50 percent reduction of tariffs would have an adverse effect on 
domestic industry. Cyanamid can bear witness to the correctness of that proph 
ecy. With the third of the five 10 percent reductions recently placed into opera 
tion, Cyanamid estimates that losses in net profits because of these tariff 
reductions will amount to several millions of dollars. The losses have affected 
many operating divisions of the company. While modernization of manufactur 
ing processes and other improvements are and will continue to be made to 
reduce costs, losses already apparent are expected to continue and be compounded 
by the additional reductions of 10 percent in duties scheduled for January 1971 
and January 1972.

The chemical industry has yet to feel the full adverse effect of the already 
authorized tariff reductions of the Kennedy Round, let alone the proposed com 
plete abandonment of American Selling Price as a basis of valuation.

While trade legislation should provide the basis and incentive to increase 
exports, exports attributable to the Trade Expansion Act of 1962 are and are 
expected to be negligible. The Kennedy Round was not reciprocal.

The proposed elimination of the American Selling Price method of valuation 
will in effect lower the tariff even further on certain products—the benzenoids— 
and will markedly prejudice continued operation of that essential segment of 
the American chemical industry.

Much has been said about the American Selling Price ("ASP") method of 
valuation and its importance to the benzenoid sector of the domestic chemical 
industry. We remain of the opinion, expressed most recently in our June 28,1968 
statement to your Committee, that ASP is a fair and equitable method of valua 
tion and that its repeal would be damaging to our operations and the industry.

The Honorable Carl J. Gilbert, Special Representative for Trade Negotiations, 
agrees that the elimination of ASP is risky, although we would disagree with his 
characterization of that risk as "minimal."

It has been suggested that elimination of ASP would not be damaging, if the 
ASP rates were converted to equivalent rates of duty. We cannot agree. The
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reasons for this opinion were made clear to the Tariff Commission of the United 
States in a statement .filed on August 31, 1966, with respect to the Commission's 
published tentative converted rates of duty of May 2, 1966. Those proposed con 
verted rates of duty cannot maintain equivalency of duty or revenue.

The basic starting point in the determination of an equivalent rate of duty is 
knowledge of export value. We have not been able to obtain knowledge of reliable 
foreign prices, much less obtain published price schedules of a vast number of 
the products which concern us. Domestic selling prices are, of course, readily 
available in our market here, and to foreign competitors.

A schedule of tariff rates to produce an equivalent amount of duty now col 
lected must incorporate a required flexibility to account for changes in foreign 
prices which do occur. It is obvious that foreign competitors by lowering the price 
for exports, would cause a different amount of duty collected. Hence, the basis 
of valuation now determined by American Selling Price would be, in effect, 
transferred to the control of the foreign competitor.

One of the most difficult problems resulting from converted rates of duty, 
arises from the failure to set forth the benzenoids in question on an item'by item 
basis. By resorting, instead, to a single test year and basket clause treatment of 
a whole host of benzenoids, the tentative converted rates result in an improper 
grouping of heretofore competitive and non-competitive benzenoids at a lower 
basket rate of duty than now provided. Breaking out of the basket clauses of 
heretofore competitive and non-competitive benzenoids on a line, item by item 
basis, would help insure appropriate study in depth before a conclusion is 
reached as to the equivalent rate of duty which should apply. Certainly, newly 
discovered competitive benzenoids should not be included in such tentative 
basket clauses, if a realistic structure of equivalency were to be provided.

In addition, even when the items are so broken out item by item, provision 
should be made for such variables as standard of strength, quality and physical 
form of the benzenoid concerned in determining correct export value.

The proposal to grant the Chief Executive further authority, l>y way of "house 
keeping", to reduce tariffs up to 20 percent more will directly and seriously affect 
the sales and profits of several segments of the business of American Cyanamid 
Company.

In addition to the injury from the continuing 50 percent overall tariff reduc 
tion, when fully in effect, and mindful of the damage to the benzenoid business 
inherent in the elimination of ASP, the adverse effect of a further 20 percent 
tariff reduction is manifest Cyanamid has estimated that full implementation of 
a 20 percent reduction on the products concerned—would cause additional losses 
in net profits. It is suggested that the proposed authority to the Chief Executive 
to reduce duties up to 20 percent for "housekeeping" purposes is too large. In 
addition, the criteria to govern such delegated authority should be set forth 
clearly by the Congress.

American Cyanamid Company appreciates the opportunity of filing its views 
at these Hearings on this subject which is of vital concern to the company and 
our economy. __

STATEMENT OP SHEEWIN-WILLIAMS CHEMICALS DIVISION OF THE SHERWIN- 
WILLIAMS Co., SUBMITTED BY G. L. TTCKNEK, EASTERN SALES MANAGER

This statement is presented by The Sherwin-Williams Chemicals Division of 
The Sherwin-Williams Company, Cleveland, Ohio. Sherwin-Williams Chemicals 
operates plants at Ashtabula, Ohio; Bound Brook, New Jersey; Chicago, Illinois; 
Cincinnati, Ohio, Cleveland, Ohio and Coffeyville, Kansas. More than 1400 people 
are employed in the production and sale of our products. An extensive research 
and development effort is maintained. A substantial portion of our Chemicals 
Division output consists of Benzenoid chemicals and organic pigment colors 
presently covered by the American Selling Price Method of Customs Evaluation.

We are members of the Synthetic Organic Chemicals Manufacturing Associa 
tion and the Dry Color Manufacturers' Association. Sherwin-Williams is in 
complete accord and lends full support to the position taken by these two associa 
tions on Title IV of H.R. 14870 (the so-called separate package). We urge the 
House Ways and Means Committee and the Congress to reject this proposal and 
to maintain the American Selling Price Method of Customs Evaluation.

In September 1966 our company evaluated the effect on our domestic businesf 
of the proposal to reduce tariff rates on Benzenoid chemicals by 50% and to elim
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inate ASP. Actual and projected sales, cost and profit figures were presented to 
the U.S. Tariff Commission on a confidential basis. This study indicated that the 
pertinent part of our chemical business would operate at a pretax net loss and 
that our organic pigment business would produce a net pretax profit of less than 
1%. From the public testimony presented to the Tariff Commission at that time, 
we know that Sherwin Williams Chemicals was not alone in fearing the lowering 
of chemical tariffs. Other members of the industry, large and small, came to 
similar conclusions. We feel it is regrettable that the non-confidential portions 
of the Tariff Commission study have not been released. Congress should have 
the benefit of this information when considering the ASP procedure which is of 
vital importance to the health of the domestic Benzenoid chemical industry.

The 1968 Kennedy Round Tariff Negotiations produced a 50% reduction in 
chemical tariffs. Three of the scheduled five steps have now taken place. As a 
result there has been substantial and increasing penetration of our domestic 
markets by offshore producers. We have suffered sales losses and profit erosion 
in significant areas of our chemical business. These developments and the further 
additional tariff cuts presently scheduled have already forced us to close facilities, 
discontinue promising research and development programs and to cease to 
manufacture chemicals in several areas where our management can no longer 
expect a minimum profit level. These have been painful decisions for our man 
agement but they inevitably follow from a careful assessment of our ability to 
compete with low-cost, overseas producers of labor-intensive products such as 
Benzenoid chemicals. In many areas of substantial interest to us, the tariff levels 
scheduled for 1973 will not compensate us for labor, investment and production 
cost advantages enjoyed by our offshore competitors—particularly Japan and 
members of the EEC.

We have also evaluated increased export opportunities arising from the con 
clusion of the Kennedy Round and the. proposed separate package. At the time the 
separate package was presented to Congress, Ambassador Roth offered the opin 
ion that there would be "An exchange of fair and new opportunities for growth" 
in overseas sales of U.S.A. chemicals. For many years we have maintained a chem 
ical export sales group. The opportunities available to us have been carefully 
considered by our experts. They have concluded that there is no significant ad 
vantage, to us. The projected reduction in foreign tariffs is offset by increases in 
turn-over taxes, border taxes and other non-tariff barriers instituted by our trad 
ing partners since the conclusion of the Kennedy Round. In too many cases the 
cost of entry of our products is as high or higher than before.

The chemical tariff bargaining in Geneva in 1968 did not achieve true reciproc 
ity in the product areas in which Sherwin Williams Chemicals operates. We 
estimate the proposal to eliminate ASP will reduce our protection by an addi 
tional 25% with no significant compensating export opportunities. Accordingly 
we feel we are acting in the interest of the nation, our workers and our share 
holders when we urge the Congress to reject passage of Title IV, H.R. 14870.

H. KOHN8TAMM & Co., INC.,
MANUFACTURING CHEMISTS,

New York, N.Y., May 20, 1970. 
Hon. WILBUB D. MILLS, 
Chairman, Ways and Means Committee, 
House of Representatives, 
Washington, B.C.

DEAR ME. MILLS : As one of the oldest privately owned American chemical com 
panies, we are writing to express our grave concern regarding the proposed 
repeal of the American Selling Price. This method of customs valuation on 
benzenoid chemicals must remain, or we shall be forced to greatly curtail our 
manufacturing operation. Even now we question our ability to survive the 50% 
tariff reduction previously authorized by the Congress in the Trade Expansion 
Act of 1962. Already, this has forced us to drastically reduce production of major 
products i.e. certain blue, pigments, and made other products so marginal that we 
shall be forced to cease production as the full impact of these policies take effect. 
Certainly, elimination of the ASP with consequent tariff lowerings of 60 to 80% 
would be more than most of our manufactured line could stand. To us there is no
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reciprocity at all in the Administration's proposal to repeal the ASP. We would 
suffer great loss and gain very little, if anything.

Our company was founded in 1851 and has grown through the years to become 
a major producer of colors, flavors and laundry products. During all this time 
the. company has prospered. We have great concern for our customers, our em 
ployees and the public at large. Thanks to this philosophy, we know we can 
count on our customers, but government action may force us to cease domestic pro 
duction and supply imported goods in its place. However, such a policy would 
cause irreparable harm to our loyal 600 employees. Through no fault of their 
own, except loyalty and belief in American industry, they would be forced to seek 
other employment.

Our concern for our employees is well known and the average length of employ 
ment is one of the. highest in our industry. Our plants are located in commercial 
areas such as Brooklyn, New York, Camden, New Jersey and Chicago, Illinois— 
where manpower is sorely needed. The benzenoids produced there are generally 
in batches requiring a large number of semi-skilled laborers who were painstak 
ingly trained in our operations over long periods of time. These loyal employees 
now enjoy a decent standard of living and would have great difficulty finding 
equivalent employment if we were forced to close our plants. Perhaps the govern 
ment could re-train these workers and create employment opportunities, but the 
need will not occur if our Federal Representatives pursue a meaningful course of 
action and retain the ASP. It does not seem logical that our government is con 
sidering an action that in effect forces American manufacturers and workers to 
cease production in order that foreign manufacturers and laborers may produce 
our country's requirements of these products, many of which are vital to industry 
and essential to defense. We are familiar with exports in general and cannot 
visualize, how we could in any way benefit from such action.

Your consideration in the above matter pertaining to the retention of ASP 
would be gratefully appreciated. 

Very cordially yours,
PATTL L. KOHNSTAMM, President.

FMC CORP.,
New York, N.Y., June 17,1970. 

HON. Wn-Btm D. MILLS, 
U.S. House of Representatives, 
Washington, D.C.
DEAR CONGRESSMAN MILLS : FMC Corporation would like to go on record with 
the House Committee on Ways and Means as being opposed to Title IV of H.R. 
14870, which provides for the elimination of American Selling Price (ASP) 
valuation on benzenoid chemicals.

As a chemical manufacturer, FMC produces a number of benzenoid chemicals 
representing significant dollar values to the company and the community where 
they are made.

It is our conviction that the passage of Title IV of H.R. 14870 will increase 
imports of foreign benzenoid products to the extent they may cause serious eco 
nomic injury to the U.S. benzenoid industry.

Past tariiff cuts have already caused marketing, manufacturing and worker dis 
ruptions in the U.S. The additional tariff cuts called for under Title IV will 
close plants, lay off workers and possibly be the final blow to some segments of 
an industry essential to the economy and well-being of the U.S.

Since others in our industry have already testified as to the adverse affect a 
sick benzenoid industry would have on our trade balance, I'll not burden this 
letter with comment.

Congressman Mills, FMC urges that your committee reject Title IV of H.R. 
14870. In conclusion, we would like to request that our letter be included in the 
record of the hearings. 

Sincerely,
JOHN S. DEWICK, 

Vice President-General Manager, Organic Chemicals Division.
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THE HABSHAW CHEMICAL Co.,
Cleveland, OMo, May 20,1970. 

COMMITTEE ON WAYS AND MEANS, 
V.8. House of Representatives, 
1102 Longworth Souse Office Building, 
Washington, D.C.

GENTLEMEN : We have plants in Kentucky, New Jersey, and North Carolina 
producing chemicals in the benzenoid field.

We are in danger of losing this market to foreign competition, if the separate 
package, providing, in part, for the elimination of the American Selling Price in 
exchange for a 30% reduction in foreign tariff is enacted into Law.

Adoption of the separate package rates will enable foreign producers to sell 
many benzenoid chemicals in the domestic markets substantially below U.S. 
costs of production. This will have a serious adverse effect upon employment 
prospects at our various plants. It will also result in the loss of City and State 
taxes and other revenue in these areas.

Our industry trade organization, Synthetic Organic Chemical Manufacturers 
Association, will present testimony and group data to clearly establish the ad 
verse effect of American Selling Price elimination upon domestic benzenoid 
chemical producers. We believe you will find this evidence most convincing.

We respectfully request that Congress retain the American Selling Price system 
for valuing benzenoid imports. 

Sincerely yours,
3. A. ZELEK, 

Vice President-General Manager, Pigment and Dye Department.

STATEMENT OP THE GREATER MINNEAPOLIS .CHAMBER OF COMMERCE, SUBMITTED 
BY BRIAN T. HANSON, MANAGER, AGRICULTURAL AND WORLD TRADE DEPARTMENT
Mr. Chairman, distinguished Representatives. The Greater Minneapolis 

Chamber of Commerce which represents approximately 3,000 dues paying member 
firms and individuals, has for the past 20 to 30 years actively and continuously 
supported the clear objectives of the trade policy of the United States to remove 
unnecessary trade barriers and to expand foreign trade. We appreciate the op 
portunity to express our position in support of H.R. 14870.

IMPORTANCE OF WORLD TRADE TO MINNESOTA

Numerous statistics have been presented to you during these hearings on the 
importance of exports to this nation. Many statistics could be cited to portray the 
importance of foreign trade to the development of business in the state of Min 
nesota. Over 850 of the approximately 5,000 firms engaged in manufacturing in 
Minnesota are directly involved in world trade. In 1967, the latest year for which 
Commerce Department statistics are available, $333,000,000 worth of manufac 
tured goods and $257,000.000 worth of agricultural products were exported from 
Minnesota. Manufactured export products provided employment for at least 
38,000 persons in Minnesota and agricultural export products for 34,000 persons. 
The exports and foreign investments of business firms headquartered in the Twin 
City Area have caused it to rank among the nation's 10 largest metropolitan areas 
in initiating new foreign business activity in the past few years.

Few figures are available as to Minnesota's role in imports because a great 
number of these products enter through coastal seaports. However, it is clear 
that Minnesota trade area industries consume substantial imports.

Perhaps even more revealing than the compelling evidence as to the large por 
tion of local industry involved in world trade is the fact that because world 
trade has so permeated every aspect of domestic business—by providing addi 
tional jobs and increasing profits—virtually unanimous support for a forward 
looking trade policy is offered by our member firms who have no direct involve 
ment in world trade at this time.

IMPORT QUOTAS

About 2 years ago a representative of our Chamber appeared before this Com 
mittee to oppose the imposition of mandatory quantitative quotas on imports. The 
opposition was based upon a firm conviction that American leadership in the
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formulation and development of a positive world-wide trade policy was at stake. 
To move backwards to the protectionist days of Smoot-Hawley was and is not the 
answer to our problems.

Since that time we have again undertaken a review of our policy on import 
quotas. Even though conditions in certain industries have changed we still believe 
that the imposition of quotas at this time would be unwise. We recognize that 
from time to time there may be a necessity for voluntary restrictions to be nego 
tiated between governments, but we urge that even these be constantly reviewed 
and removed as soon as possible. Certainly the principles of free enterprise and 
competition, which may have been the single most important factors in the 
growth of technology and industry in the United States, have not become so 
valueless that government controls must be imposed primarily to protect United 
States industries which are no longer economically competitive with those of 
the rest of the world.

ESCAPE CLAUSE AND ADJUSTMENT ASSISTANCE

The liberalized escape clause and adjustment assistance provisions embodied 
in H.R. 14870 should be enacted and given an opportunity to work. We approve 
of the proposals which would make both the escape clause and adjustment assist 
ance provisions operative without the necessity of showing that the increase in 
imports must be related to a prior tariff reduction. While no specific tariff reduc 
tion would necessarily have caused the injury or harm, the multitude of trade 
concessions made by the United States in the past certainly would have a bearing 
on the increase in imports over the years. It does not make a great deal of 
difference to an industry, or for that mattter to a firm or to a worker, under the 
adjustment assistance provision whether increased imports are, in fact, due to 
a trade concession. They are concerned only with the fact that their jobs or busi 
ness are being hurt by imports. The basic principle should be that a man who 
loses his job or a firm that is forced to curtail production as a result of public 
policy should be entitled to reasonable assistance in adapting to the new 
conditions.

We urge this Committee to retain the provisions of the present Act which 
require Presidential review of tariff adjustment decisions under the escape 
clause. A requirement for periodic review will help to guard again the inherent 
dangers of indiscriminate use of this form of relief to prolong the adjustment 
process or to encourage inefficient industries or uneconomic production.

NOSr-TAKTFF BAEBIBES AND ASP

The greatest single problem in world trade today is that of non-tariff trade 
barriers. By virtue of our splint responsibility form of government we are in a 
particularly tenuous position to negotiate on these numerous restraints of trade. 
We applaud the President's statement in his message of November 18—we too 
would welcome a clear statement of Congressional intend with regard to non- 
tariff harriers.

In an article written by Mr. H. Peter Dryer, the European news editor of the 
New York Journal of Commerce which appeared in the February 1970 issue of 
European Gomnwnity, the EEC information piece, we get some idea of European 
feelings toward the U.S. position. Mr. Dryer points out that the GATT nego 
tiations now taking place on NTB's are going very slowly. "This all too certain 
slowness is not in itself disturbing for the fact remains that one of the major 
parties involved, the United States, possesses no authority to negotiate. Theo 
retically perhaps, the Washington Administration might sit down at the confer 
ence table with the expectation that the Congress would subsequently sanction 
any agreement reached there."

He goes on to say that, "in practice, however, such an approach is open to 2 
objections. In the first place, legislators very likely would consider it an infringe 
ment on their constitutional rights and be the more reluctant to approve later any 
accord attained. Secondly, not only would U.S. delegates negotiate from a posi 
tion of distinct weakness in such circumstances, but other countries might also 
refuse to have any talks at all on that basis. It would cite as a warning example 
their experience with ASP. Today about 30 months after the completion of the 
Kennedy Round, Congressional action to remove this prime instance of the NTB 
still seems far off.
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As a matter of fact, the ASP controversy together with some other protec 
tionist strains evident on the American scene, has caused Europeans to question, 
not unreasonably, how serious and sincere the United States is about removing 
NTB's."

This article expresses the great need for a detente between Congress and the 
Administration on this whole matter of authority to negotiate on non-tariff 
barriers.

The provisions of Section 203 of the Act which extends to non-agricultural 
products, present Presidential retaliatory power and the new authority to take 
appropriate action against nations which subsidize competition in third country 
markets constitute a step in the right direction both in attacking non-tariff 
trade barriers and unfair competition. The adoption of this section, coupled with 
the repeal of the ASP method of customs valuation, will serve notice on our 
trading partners that we are serious in attacking the problem of NTBs.

We are well aware of the case being advanced by the chemical industry for the 
rejection of the separate package agreement. We do not agree with the president 
of the Synthetic Organic Chemical Manufacturers' Association, Mr. Thomas P. 
Churchan, who stated on February 17, 1970, "that the issue before Congress in 
1970 is not whether to retain ASP but whether or not a specific trade deal, the 
separate package agreement, is good or bad for the nation." We believe the con 
trary to be true—that the issues before this Congress are in fact the repeal of 
ASP, our ability and willingness to honor a commitment made by the Adminis 
tration in Geneva in 1967, and a recognition of the stultifying effects upon the 
growth of world trade which could result from a failure to repeal ASP.

Much has been made of the allegation that the concessions received in the 
package agreement for ASP repeal were not reciprocal. Even if the concessions 
received from our trading partners are not equal in dollar value, the overriding 
point we should make is not was it a good deal, but was it a deal. Our admin 
istrations have changed, but our commitment to repeal ASP remains.

We too are vitally concerned with this question of reciprocity. There can be 
no question of the United' States position in all future trade negotiations. Sec 
tion 203 makes it perfectly clear to our trading partners that we will demand a 
quid pro quo in these continuing negotiations. We must remember we are no 
longer dealing with a devastated Europe or a decimated Japan, we are dealing 
with strong, vital economies—true trading partners in every sense of the word. 
Only through the continuing efforts of the Congress and the Administration 
working in close harmony is a meaningful action on the removal of these im 
pediments to freer trade likely to result.

Congress has an opportunity to move our country's trade policy in a forward 
direction. By repeal of ASP without regard to the reciprocity of the concessions 
gained, the Congress and Administration will serve notice on the world that we 
intend to assume a role of leadership in exerting pressure for the removal of non- 
tariff barriers whether they hinder or protect American business.

CONCLUSION

In conclusion, gentlemen, we believe that HR-14870 is a good bill. It may not be 
the compehensive trade legislation which has been needed for sometime, but it 
does provide the framework to continue United States trade policy on a course 
toward freer trade. We urge your acceptance without protectionist amendments 
that would cripple our moves toward a true international community of traders.

STATEMENT OF TALE L. MELTZEB, ASSISTANT DIRECTOR OF RESEARCH, FIRST 
DEVONSHIRE CORPORATION

On June 28, 1968, I had the very great honor of presenting oral testimony 
before this Committee explaining why the ASP (American Selling Price) system 
of customs valuations for benzenoid chemicals should not be eliminated. At that 
time, this Committee was considering President Johnson's "Trade Expansion 
Act of 1968" (H.R. 17551) and I would like to take this opportunity to con 
gratulate Chairman Wilbur Mills and the members of the Committee for their 
erudite understanding of the issues involved and for the decision of the Com 
mittee of which they can be justly proud. If the ASP system had been repealed, 
the country would assuredly be in a worse economic condition than it is now.
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We are now considering President Nixon's trade bill (H.R. 14870) in which 
he proposes "elimination of the American Selling Price System." President 
Nixon's trade bill repeats the mistake of President Johnson's trade bill con 
sidered only two years ago. In addition, today we are faced with much worse 
economic conditions throughout the country than existed at that time. If the 
ASP system is eliminated, it will hurt the U.S. balance of payments position by 
serving to increase the already growing imports of benzenoid chemicals. Of 
more far-reaching significance, however, is the fact that as U.S. companies stop 
producing benzenoid chemicals they will lose know-how and the U.S. consumer 
will be placed more and more at the mercy of foreign producers who, after lower 
ing prices to eliminate U.S. competition, will be free to raise prices very high. 
It should be noted that many foreign governments give their benzenoid-producing 
companies export rebates, which are unfair business practices, while the United 
States Government does not grant export rebates to U.S. benzenoid-producing 
companies.

Both President Nixon's and President Johnson's trade bills proposing elimina 
tion of ASP stem from the Kennedy Bound of GATT (General Agreement on 
Tariffs and Trade) negotiations. The Kennedy Round lasted four years, in 
volved over $40 billion worth of international trade covering 60,000 different 
commodities and the participating countries represented about 80% of total 
•world trade. The issue of ASP and benzenoid chemicals almost destroyed the 
negotiations, but they ended in 1967, with the United States finally agreeing to 
reduce its chemical duties an average of 50%. The European Economic Com 
munity and the U.K. were originally supposed to do the same, but their govern 
ments instead agreed to reduce most chemical duties 20% and said they would 
give the additional 30% if the United States eliminates ASP. From this situation 
has stemmed the present ASP legislation.

The critical importance of benzenoid chemicals results from the fact that they 
provide the broad base from which many of the most significant technological 
developments can be expected. Illustrative of their importance is the means by 
which the German international chemical cartel I. G. Farben evolved. From a 
cartel first based mainly on benzenoid dyestuffs, it later expanded to include 
other benzenoid chemicals (e.g. benzenoid pharmaceuticals, benzenoid plastics, 
benzenoid synthetic detergents). From this economic and technological base, I. G. 
Parben was able to develop the synthetic rubbers, explosives, synthetic oil, syn 
thetic gasoline and other products which fed the German war-machine during 
the Second World War. It developed into a cartel empire which embraced 379 
firms, in Germany alone, through direct or indirect participation.

For 1969, the U.S. benzenoid chemical industry employed 125,000 workers, had 
an annual payroll of $1 billion and had a total market value of $4 billion. Ac 
curate figures for foreign benzenoid chemical industries are extremely difficult 
to obtain. More and more, however, it has become obvious that the benzenoid 
market has become an arena for the big and the powerful. In West Germany, 
there are the former main components of the I. G. Farben cartel: Badische Anilin- 
und Soda-Fabrik (BASF), Bayer, Cassella and Hoechst. In Switzerland, there are 
Ciba, Geigy and Sandoz; in France, Ugine-Kuhlmann; in England, Imperial 
Chemical Industries; in Italy, Montecatini-Edison. In the United States, there are 
numerous small producers, but they are finding it increasingly difficult to com 
pete, with Allied Chemical, American Cyanamid, DuPont, Eastman Kodak, GAF, 
Hercules, Monsanto, and Sun Chemical the really big factors in the market. Such 
U.S. companies, however, as Martin-Marietta, 3M, Sprague Electric, Tenneco and 
Xerox, although outside the mainstream of the chemical industry, also possess 
sizable benzenoid know-how.

Interestingly, the most effective coordination of benzenoid production, ha* 
taken place in Japan, where the Japanese Government has very successfully op 
erated a synthetic dyestuff cartel for several years and has assigned production 
to individual Japanese chemical companies so that duplication will be eliminated. 
It is now seeking to expand the cartel into other areas. The establishment o* 
this cartel and the establishment of others have been made possible through r 
revision in the Japanese Anti-Monopoly Law of 1953 and they have contributed 
effectively to the soaring growth of the Japanese economy since the Second 
World War. The cartels are patterned along the lines of the Zaibatsu which dom 
inated the Japanese economy before the Second World War. In addition, Japa 
nese banks are permitted to own up to 10% of the shares of a cartel enterprise 
and the Japanese Fair Trade Commission is permitted to grant larger percentages 
at its discretion.



3639

A cartel Is an agreement among independent companies to pool their efforts for 
the purpose of eliminating, or at least reducing, competition. They are, in gen 
eral, illegal in the United States—with'only a few exceptions. In Western Eu 
rope and Japan, however, there has been a growing trend towards cartelization 
in the past 20 years with governments in those parts of the world often aiding 
cartel-formation although cartels were quite common before the Second World 
War. In the case of the benzenoid chemical industry, cartels are illegal in the 
United States, but in many o.ther countries and in international trade they oper 
ate quite freely. Cartels have, in fact, been a common economic tool throughout 
the Twentieth Century for benzenoid chemical companies except in the United 
States where antitrust laws have prevented U.S. companies from forming car 
tels. Some of the favorite techniques employed by cartels are price-fixing, terri 
torial market-allocation, allocation of production and investment, patent pools, 
allocation of trademarks, joint sales services, joint purchasing services, profit 
pools and political activities.

Cartels seek, at first, to reduce prices in order to drive out competition and 
then to raise prices as high as they can once competion is eliminated. Concomi- 
tantly, they seek to stifle free trade and prevent technological advances by others. 
As former U.S. Assistant Attorney General Thurman Arnold pointed out to the 
"Truman Investigating Committee" when it was examining cartel activity in the 
United States and the reasons why the United States was so ill-prepared at the 
beginning of the Second World War:

"It is impossible to accomplish the purpose of a cartel, viz., to maintain high 
prices and to keep a tight control over the market and to eliminate independent 
competition without restricting production. Now, not only is production re 
stricted but experimentation is restricted. These world cartels have made us 
dependent upon foreign nations for many of our most vital supplies by prevent 
ing production at home."

Turning now to the tax-on-value-added system of the European Economic Com 
munity (EEC), it should be noted that it will pose an ever-greater non-tariff 
barrier to U.S. trade as time goes on. All members of the European Economic 
Community have already adopted this system with the exception of Belgium, 
(which is to adopt the TVA system on January 1, 1971) and Italy (which is. to 
adopt the TVA system on January 1, 1972). Of great interest is the West'Ger 
man Net Value Added Tax Law of May 29, 1967 (which went into effect on 
January 1, 1968). This West German law provided for a tax-on-value-added sys 
tem (Mehrwertsteuer) to replace the old cascade-type turnover tax (Umsatzs- 
teur) system. The new West German tax system, devised in accordance with 
the tax-harmonization directive of the EEC Council of Ministers, had as its 
broad purpose to do away with the competitive advantage which the old cascade- 
type turnover tax system gave to large, integrated companies. The fact is this 
has not been the case. The large, integrated West German companies have been 
growing larger and more powerful.

In my book Chemical Guide to GATT, the Kennedy Round and International 
Trade (published by Noyes Data Corporation, Park Ridge, New Jersey), I go 
into considerably more detail regarding the issues involved. Cartel operations 
are carefully analyzed, as well as secret government buying by foreign govern 
ments, border taxes, export rebates and the TVA (tax-on-value-added) system.

RECOMMENDATIONS

(a) Maintain the American selling price (ASP) system as a method of customs 
valuation for benzenoid chemicals and products.

(b) Propose that a panel of government officials, business leaders and labor 
leaders investigate in detail the effect which repeal of the ASP system would 
have on the U.S. trade balance, the overall U.S. balance-of-payments position, 
the U.S. gold drain and the present dollar crisis.

(c) Investigate the U.S. patent and trademark laws in the light of their effect 
upon tariff and trade policies.

(d) Carefully examine the marked growth in cartel activity, particularly in 
Western Europe and Japan.

(e) Request that a conference of the GATT-member nations, preferably under 
the auspices of GATT (the General Agreement on Tariffs and Trade) convene, 
as soon as possible, to discuss all non-tariff barriers to trade in detail. This 
should include border taxes, secret buying by foreign governments, export re 
bates, import quotas, tax-on-value-added (TVA) and other national taxation 
systems, cartels and the many other non-tariff barriers to trade.
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THE O. HOMMEL Co. 
Pittsburgh, Pa., May IS, 1970. 

Chief Counsel, JOHN M. MABTIN, Jr., 
Committee on Ways and Means, V.8. House of Representatives, 1102 Longworth

House Office Building, Washington, D.G.
DEAR ME. MARTIN : We have only just learned of the public hearings on Tariff 

and Trade Proposals which are beginning today. Although we are too late to 
appear in person at the public hearings, we would like to have our comments 
brought to the attention of the members of the Committee on Ways and Means.

Our company is a manufacturer of high temperature glass coatings which are 
used by the ceramic industry. These coatings are designated as porcelain enamel 
frit and glaze frit. We also manufacture inorganic pigments.

When a manufacturer in most all of the European countries (particularly 
England, France and Germany) exports his inorganic pigments, he gets a 4% 
rebate from his government on his taxes ; and in addition, the tariff duty on ship 
ments coming into the United States has been reduced approximately 50%. This 
puts us at a decided disadvantage since we do not get any rebate from the United 
States Government when we try to export.

At the same time, any prospective customer we might have in Europe, who 
would like rto purchase inorganic pigments from us, has first to get a permit from 
his government. In most cases, he then has to put up an amount equal to or twice 
that of the import duty imposed by his country, and there is also a border tax.

My reason for bringing up both export and import is that we have no way to 
offset the pressure that is being put on us, even if our materials might be equal 
to or better than the material that our competitors manufacture in the foreign 
country. His market is protected, and ours is a happy hunting ground. 

Tours very truly,
E. M. HOMMEL,

President.

RESOLUTION No. '312 ADOPTED BY THE COUNCIL OF THE CITY OP READING, PA.
Whereas, the Council of the City of Reading (Pennsylvania) recognizes the 

long and traditional association between the City of Reading and the dye^stuff and 
texti'e manufacturing industries ; and

Whereas, the Council of the City of Reading recognizes that the future vitality 
and growth of dye-stuff producers, is dependent upon their ability to continue 
technological developments, using funds generated from profits that have been 
protected by favorable tariff and duty costs to foreign producers ; and

Whereas, substantial cuts in import tariffs and duties to the foreign producer 
have been taking an increasing effect since 1967, aiding in a substantial increase 
in foreign imports and a levelling off or reduction in employment and real estate 
tax revenues ; and

Whereas, a further result has been to aid the increase in the United States 
trade deficit of dyes from $3,000,000.00 in 1967 to a $30,000,000.00 deficit in 1969 
which will be further increased if the American Selling Price System as a means 
of balancing competition between American and foreign dye-stuff manufacturers 
is abolished ; now therefore,

The Council of the City of Reading hereby resolves as fo'lows : That the Coun 
cil of the City of Reading heartily urges the Coneress of the United States of 
America to support retention of the American selling price system and that 
copies of this Resolution be sent to the Congressman representing Reading and 
Berks County and to both United States Senators from Pennsylvania.

Passed Council June 3, 1970.
VICTOR R. H. YARNELL,

Attest:
RUTH M. THOMPSON, . 

City Clerk.
Mr. WATTS. The committee stands adjourned until 10 o'clock in the, 

morning.
(Whereupon, at 4 :30 p.m.. tV. committee adjourned, to reconvene at 

10 a.m., Thursday, June 11, 1970.)

O


